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Inter-American Trade 
By Luis Quintanilla* 


The trade of the United States with the Latin American 
Republics runs about three and a half billion dollars in each 
direction. It represents some seven billion dollars worth of 
international business. 

In his report to the President, Dr. Milton Eisenhower wrote 
in November 1953: “As a market for our commercial exports, 
Latin America is as important to us as all of Europe and more 
important than Asia, Africa and Oceania combined. Our sales 
to Latin America encompass the entire range of our national pro- 
duction. As a source of United States imports, the Latin Amer- 
ican Republics have even greater relative importance, standing 
way ahead of Europe or the other continents. Reciprocally, the 
United States is of key importance to everyone of the Latin 
American countries, both as a market for their products and as 
a source of essential imports.” And Dr. Eisenhower adds: “The 
economic well-being of every section, and every special interest 
group in the United States, is affected by our relations with Latin 
America. The dollars she gets from her sales here are used 
largely for direct purchases here. . . . Unfortunately the people 
of the United States do not seem generally to comprehend the 
full significance of stable economic relations with Latin America.” 

In another pertinent survey Nelson Rockefeller asserts that 
‘the United States economy which historically has been one of a 
relatively high degree of self-sufficiency, is becoming increasingly 
dependent upon raw material imports to support a manufacturing 
output that amounts to more than one half of the total for the 
whole free world.” And Mr. Rockefeller reminds us that this 





* Mr. Quintanilla is Representative of Mexico to the Organization 
of American States. This paper was prepared for delivery at a pro- 
jected Inter-American Trade Institute at the University of Wisconsin. 
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increased dependency of the United States upon foreign sources 
of supply has been concentrated on the countries of the Western 
Hemisphere. 

From 1936-38 to 1952, U.S. imports of raw materials and semi- 
manufactures increased by about 70 per cent but the share com- 
ing from Latin America increased by 140 per cent, and that from 
Canada by 150 per cent. This trend toward increasing reliance 
upon its Western Hemisphere neighbors will persist and be mag- 
nified as the dependence of United States factories upon outside 
sources of supply continues to grow. This inevitably will call 
for expansion of Latin American production, since today the 
United States absorbs 80 per cent of that area’s copper output, 
70 per cent of its lead and zinc, 17 per cent of its crude oil, 
almost three quarters of its coffee, and two thirds of its wool 
exports. Latin America, in turn, provided in 1952 a market for 
25 per cent of all United States food exports, 32 per cent of its 
textile manufactures exports, 36 per cent of its machinery and 
vehicle exports, 27 per cent of its metal products exports, and 
39 per cent of its chemical exports. 


Thus, for different reasons, Inter-American trade is important 
to Latin America and to the United States. To Latin America, 
because a substantial percentage of its total production is sold 
in foreign markets, and to the United States because it obtains 
from Latin America a substantial percentage of basic materials 
indispensable for the maintenance and growth of U.S. industry, 
not to speak in terms of strategic materials required for military 
defense. On the other hand, U.S. exports to Latin America 
provide the latter with most of the machinery and manufactured 
goods needed to promote its economic development. 

However, international trade is of greater significance to 
Latin America than to highly industrialized countries like the 
United States which export a small percentage of their domestic 
production. Less than 10 per cent of U.S. production is ex- 
ported. Among Latin American countries similar percentages 
of export run high: between 30 and 80 per cent of the national 
production. Foreign trade is, therefore, of vital importance to 
the Latin American countries; it allows them to dispose of their 
products in a proportion far greater than that of other more ad- 
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vanced countries. This has been pointed out by all economic 
experts on Latin America, and very clearly so by Professor Wen- 
dell Gordon, in his excellent book entitled ‘““The Economy of 
Latin America.” If need be the Soviet Union or the United 
States, for example, could do without foreign outlets for their 
national production, whereas the economy of Latin America might 
well collapse if its twenty Republics were deprived of interna- 
tional markets. Highly developed countries, through scientific 
agriculture and modern industry have created steady and con- 
venient domestic markets; that is to say, they have succeeded in 
promoting high standards of living which increase continually 
the buying capacity of their population. Underdeveloped 
countries do not create domestic markets. The overwhelming 
majority of their working classes do not earn enough money to 
consume what their own country is able to produce. 

There is, definitely, a close connection between prevailing 
standards of living and the volume of a nation’s exports. As 
we have seen, 90 per cent of the national product of the United 
States is consumed by the U.S. people whereas in several Latin 
American countries only 20 per cent of the national product 
finds a market at home. One should not underestimate the sig- 
nificance of this interrelation, for it would be unfair to blame 
exclusively international factors when the trade of any given 
country runs into trouble. Domestic conditions have a great 
deal to do with the pitfalls of international trade. With this 
clarification we can explore some general conditions of inter- 
American trade. 

First, a rapid survey of Latin America’s foreign trade reveals 
that the twenty Latin American Republics cannot be taken as a 
unit. On the ohe hand, there are some which sell at least half of 
their exports to the United States; on the other, there are others 
which do not. We thus find that, in normal times, roughly half 
of the Latin American countries belong to the first group, the 
other half to the second. Panama, Honduras, Cuba, Colombia, 
Guatemala, El Salvador, Mexico, Nicaragua and Costa Rica 
definitely belong to the first group whereas, by increasing order 
of their percentage of trade with other continents, Brazil, the 
Dominican Republic, Ecuador, Haiti, Peru, Chile, Venezuela, 
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Uruguay, Argentina, Paraguay and Bolivia belong to the second. 
In times of emergency, for instance during and immediately fol- 
lowing World Wars I and II, even the countries belonging to 
the second group found no other market than the United States 
and its allies. But it can be properly stated that, in the field of 
economic policy, Pan Americanism does not and cannot mean the 
same thing for a country which exports 90 per cent of its products 
to the United States as for a country which exports 10 per cent 
of its national production to the United States. In strict business 
sense, anyone will admit that a client who buys 90 per cent of the 
goods is more valuable than a client who buys only 10 per cent 
of them. 

Secondly, not only does the trade of Latin America depend 
mostly upon foreign rather than national markets, in contrast 
with the United States, but in too many cases the exports of the 
Latin American countries consist of one or two products: they 
are one-commodity exports. 

The crucial dependence of many Latin American countries on 
foreign markets for the export of a single commodity can be seen 
in the following figures: in 1953 coffee represented 83 per cent 
of the total exports of Colombia; petroleum, 94 per cent of 
Venezuela’s; sugar, 84 per cent of Cuba’s; coffee, 88 per cent of 
El Salvador’s; tin, 68 per cent of Bolivia's; coffee 68 per cent of 
Brazil’s; bananas, 66 per cent of Honduras’; and copper, 
63 per cent of Chile’s. From this angle, only Mexico and Ar- 
gentina find themselves in a better position; none of their com- 
modities, taken individually, takes more than 25 per cent of the 
total exports. With these two exceptions, the international trade 
and the economic life of the other Latin American countries 
depend on foreign market prices for the sale of a single com- 
modity. 

A country whose trade is predominantly foreign and based 
almost exclusively on the sale of ove commodity, may be con- 
sidered independent politically, but economically it will remain 
at the mercy of the foreign market which buys that single com- 
modity. And if the international market for that specific 
commodity is controlled by one large monopoly, that monopoly 
will hold in its hands the fate of the exporting country. It is 
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inconvenient enough for a country to depend entirely on one 
foreign market among the seventy odd nations of the world; it 
is even worse, for such country, to depend exclusively on one 
foreign monopoly. 

On January 23, in an editorial entitled “Bulganin and the 
Latins’, the Washington Post warned: ‘‘A moderate increase in - 
Latin American trade with Russia is not going to cause serious 
trouble. But if some country becomes dependent upon Russian 
purchases of a basic commodity—Cuban sugar, for example— 
Russia could exert an influence out of all proportion to the 
volume of its trade. To guard against this kind of dependence, 
the United States needs to help Latin American countries diver- 
sify their industry and agriculture to the largest possible extent.” 
The Washington Post is correct: economic dependency can easily 
turn into political dependency, and the only way to prevent it is 
to promote the industry and diversify the agriculture of Latin 
America as soon and as much as possible. The popular Amer- 
ican saying that one should “‘never put all his eggs in one basket” 
reflects this practical policy. Trade should stay international and 
not necessarily regional or, worse still, limited to one market. 
The happy conditions prevailing among the twenty one “good 
neighbors” of the Western Hemisphere allows us to accept inter- 
American trade as a good and profitable proposition. but the 
Latin American Republics are becoming more and more aware 
of the existence of several other world markets. And, from a 
business point of view, their awareness of this fact must never 
be politically misinterpreted. 

Thirdly, a comparative analysis of government revenues will 
show that import duties, rather than income tax or any levies on 
commercial transactions, provide most of the national income of 
Latin American governments. A study made a few years ago 
listed the following percentages of total ordinary national reve- 
nue derived from customs and shipping duties: Argentina 27 
per cent; Brazil, 42 per cent; Bolivia, 41 per cent; Chile, 57 per 
cent; Colombia, 57 per cent; Ecuador, 46 per cent; Paraguay, 
63 per cent; Peru, 28 per cent; Uruguay, 41 per cent; Venezuela, 
51 per cent. Colombia, the Dominican Republic and El Salva- 
dor obtain more than 40 per cent of their national revenue from 
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import and export duties; Chile, Costa Rica, Guatemala, Haiti, 
and Paraguay, from 50 to 85 per cent; whereas only 6 per cent 
of the United States government revenue comes from import 
duties, and nearly 60 per cent of its immense national revenue 
comes from the collection of the income tax. So long as some 
Latin American republics maintain a primitive, semi-feudal stage 
of economic development, custom duties will continue to be their 
main source of income. This was true of the United States for 
many years following independence. 


In his book mentioned earlier Professor Gordon states: “In 
fact when the tax burden borne in this way by foreign enter- 
prises is added to that borne largely by the poor through excises, 
little is left to be carried by the native wealthy. This group, 
which has controlled the governments in Latin America for the 
past 130 years, has succeeded admirably well, during most of that 
time, in seeing to it that the tax system was so organized as to 
place little burden upon it. During the nineteenth century for 
instance, the Latin American governments obtained virtually no 
revenue from other than import and even export taxes. Even 
today, among Latin American countries where there is an income 
tax the rates are much lower than in the United States.” To 
illustrate this point, let us remember that the United States raised 
over half of its astronomical wartime revenues from the collection 
of income tax alone. 

When a national revenue comes mostly from import, excise 
or sale taxes, the burden of running the country has to be carried 
by consumers who with meager salaries must acquire expensive 
goods and services for their daily needs; instead of placing that 
burden, under progressive income taxes, on corporations and 
individuals according to their individual wealth. In this respect, 
Professor Gordon further suggests that a most desirable tax, 
practically nonexistent in Latin America, ought to be the real 
property tax. “The tax on unused real property,” says he, 
“should perhaps be so high as to make virtually impossible the 
holding of such property. This tax might serve an extremely 
useful purpose in forcing Latin Americans who have capital to 
put that capital into productive enterprises, rather than into con- 
spicuous landhogging.”” And here are other ideas and sugges- 
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tions of Gordon which also deserve our attention: “There is 
in Latin America a situation in which the poor support a govern- 
ment which supports the rich. This applies to the tax structure 
as well as the general operation of the economy. And it is only 
recently that such developments as the Mexican Revolution have 
changed this somewhat. It is not difficult to recommend meas- 
ures that would improve the tax setup. One is a series of per- 
sonal income tax laws far more progressive than those few cur- 
rently in effect. Another is a series of higher inheritance taxes. 
Severance taxes on raw materials and corporation income taxes 
also are to be recommended—especially the former, under the 
special conditions prevailing in Latin America.” 


Let me reassure my Latin American friends by adding that a 
fair system of progressive taxation has never hurt business. It is 
no coincidence that prosperous and wealthy countries, where the 
working classes and the business interests earn more money and 
can build up sizeable wealth, are precisely the countries in which 
the highest income taxes are paid: which means that wealth, 
security and stability can exist only in nations where progressive 
taxation is based on the economic capacity of individuals and 
corporations. That is to say, national prosperity can only exist 
where there is economic justice. 

These comments on the sources of national revenue deserved 
to be mentioned here because superficial critics are too often 
tempted to blame international conditions for the economic plight 
of their own country. It is not fair only to denounce international 
factors, we must also learn to consider national conditions, for 
the nationals are primarily responsible for the welfare of their 
respective State. 

Fourthly, the industrialization of the Latin American Republics 
can contribute to the promotion of higher standards of living and 
the corresponding increase of inter-American trade. Indus- 
trialization creates jobs, raises salaries and, therefore, increases 
the purchasing power of the entire population. A rich Latin 
America will be able to buy more from the United States, than a 
poor Latin America. A small industrialized country can buy 
more from the United States than a large underdeveloped country. 
And it is definitely not to the disadvantage of any industrialized 
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country to encourage the development of manufacturing in un- 
derdeveloped regions. Once more Professor Gordon is justified 
when he warns: “‘. . . Contrary to the fear that new industriali- 
zation will result in a decline of trade, the exact opposite is 
accomplished through the diffusion of a greatly increased total 
purchasing power. There is considerable reason to believe that 
the development of industrialization in Latin America will, in 
the end, lead to a greater demand for the products of the United 
States. The industrialized countries will do well to participate 
intelligently in the industrialization of backward areas, at least 
in the promotion of industries that are economically sound. The 
total world production of goods and the total world purchasing 
power will be greater as a result.” Everybody will agree that an 
American continent half poor and half rich will never be as 
prosperous as an American continent with decent living conditions 
all around. Industrialization, as well as progressive taxation and 
diversification of agriculture, can become a most effective means 
of improving inter-American trade. 


Fifthly, inter-American trade should never be viewed as a 
matter of political national rivalries. Exploitation is wrong as 
such, whether by a foreign or a national government, by a foreign 
or a national monopoly. It is not, therefore, a case of Latin 
America vs. the United States, or vice versa; but a situation in 
which governments, as well as individuals and regardless of na- 
tionality, must collaborate so as to create and stimulate general 
conditions profitable to all concerned. We must set aside polit- 
ical motives likely to confuse commercial and economic issues. 
Such emotional motives have been too often utilized by a system- 
atic propaganda bent upon splitting the American continent into 
two hostile camps: the United States of America and Latin 
America. 


Latin American governments must never be viewed as enemies 
of the United States because they defend their economic inter- 
ests in their daily battles for the various markets of international 
trade; no more than the United States should be regarded as 
hostile to Latin America when it chooses to defend its national 
economic interests. The problem of trade is fundamentally eco- 
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nomic, and only accidentally political. The basic economic strug- 
gle is, in last analysis, between consumers and producers all over 
the world, whatever their nationality. This is brought forth 
most forcefully by Gordon when he explains that: ‘The basic 
economic struggle is not the struggle between debtor nations and 
creditor nations as mations with different interest . . . What is 
important is to build an economic world in which emphasis will 
be on production rather than on profits and in which the indi- 
vidual will have enough purchasing power to buy the goods nec- 
essary to a decent standard of living.’”” And he asks: ‘In what 
way would native consumers be benefited if profits stayed in a 
country, and if the amount of goods available for consumption 
in the country were not increased? The net result would be 
that the local ‘‘financial upper class’ would have a yet larger 
proportion of the meager quantity of consumer goods for itself. 
And the rank and file of consumers would have a smaller abso- 
lute amount of goods for consumption.” 


Sixthly, it must be noted that the production of items exported 
from Latin America is, to a very marked extent, controlled by 
foreigners. A very substantial percentage of Latin American 
commodities which are exported, is the property of foreign com- 
panies. Payment for these goods is not, therefore, credited in 
full in the exporting country. The result is that the latter does 
not accumulate the monetary resources that would accrue to the 
exporting country under other circumstances. Not only modern 
experts like Professor Gordon have called our attention to this. 
Adolph Berle, a former Assistant Secretary of State under Frank- 
lin D. Roosevelt, offered the following concrete example: “Where 
an entire enterprise is in the hands, say of Chileans, and it sells 
its product overseas, Chile, through her nationals, has the full 
price of that product to use for imports to meet Chilean needs. 
In other words, she gets the full advantage of the product in, let 
us say dollars, when sales are made here in the United States, 
and these dollars are substantially all used by Chileans to buy 
for Chileans, what Chileans need and want. But when a Chilean 
enterprise is owned entirely by Americans, the raw product is 
developed in Chile, and once exported, is converted into dollars 
which remain in the treasury of the American corporation, and 
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are held in New York. Only that proportion of them which 
is needed for actual running expenses in Chile finds its way 
back to take care of Chilean needs. Consequently, the foreign 
ownership of natural resources in Latin American countries op- 
erates as a net reduction from the proceeds of Latin American 
products which can be used to satisfy Latin American needs.” 
That is precisely the point: investments for exploitation always 
operate as a net deduction. They do not add anything to the 
wealth of the exploited country; rather, they subtract something 
from it. Moreover, they are a constant source of economic and 
therefore, political instability since, as Berle also explains: “If 
the development of any country is due principally to a flow of 
capital, and if that capital is attracted by high return, but wishes 
the privilege of swift withdrawal whenever there is danger, doubt, 
or fear, then the development will be halting and insufficient, and 
the economic life of any country involved may be shaken at any 
time.”” And so, we must add this concern for preservation of 
wealth in national hands to what has already been said here about 
industrialization, progressive taxation and diversification of agri- 
culture, as another positive means of improving Latin America’s 
economic development. 


Lastly, inter-American trade can become an instrument of eco- 
nomic progress and economic stability for an entire continent 
whose nations share a traditional and deeply rooted feeling of 
solidarity. This feeling is independent of business and economic 
reasons: it is historical and we mean to maintain it. The United 
States could not find more sincere and less cumbersome friends 
than its neighbors in this Hemisphere. While billions in outright 
economic aid from the United States have been generously dis- 
tributed throughout the world, Latin Americans have never re- 
ceived economic grants or handouts. They have never asked 
for them either, and they never will. For example, from July 1, 
1945 through December 31, 1951, “grants” from the United 
States for all of the twenty Latin American countries totaled 210 
million dollars. But the largest item covered by this relatively 
small sum was for aid to Mexico in stamping out foot and mouth 
disease, so that the disease would not hurt cattle conditions in 
the United States, by spreading across the border. The other 
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items covered by these 210 million dollars include technical help 
and military equipment. 

As against the 210 million allotted to all Latin America be- 
tween 1945 and 1951, Russia and the communist nations received 
750 million, wartime allies in Western Europe received nearly 
5 billion, 700 million dollars; and the wartime enemies of the 
United States were given 8 billion, 600 million dollars . . . Latin 
Americans cannot be blamed if they wonder at times whether it 
is in their best interest to be too good a friend of the United 
States: these words, taken literally, are the somewhat humorous 
conclusion reached by the "U.S. News and World Report” in an 
article concerning these grants. 

We will continue to be the best friends of the United States. 
We have solved many problems together. We achieved our 
independence around the same time and against the same ex- 
ternal foe: European colonialism. We adopted similar forms of 
government. Moreover, we built together the Organization of 
American States. 

In other fields of inter-American endeavour, we have been 
successful: we cannot lose our continental battle against poverty. 
A Pan Americanism without economic foundations would be a 
romantic scheme likely to break down and disintegrate. We have 
committed too much effort, talent and devotion, to allow such a 
catastrophe. We must keep on trying to understand and help 
each other. Our collective responsibility is great. A healthy and 
prosperous America can, indeed, help a world in distress. But 
in order better to help other continents we, the American Repub- 
lics, must learn to help each other. Only by doing so, shall we 
some day be prepared to help mankind, because mankind begins 
at home. 








Inter-American Shipping in 


the 1880's: A Loosening Tie 


By David M. Pletcher* 


To anyone familiar with British history imperialism means 
ships, and a farflung empire without a flourishing merchant marine 
would be almost.unthinkable. This truism, however, breaks down 
in American history. To be sure, on the eve of the Civil War 
over sixty-five per cent of American imports and exports were 
carried in ships flying the American flag, but in 1898, while the 
United States was fighting Spain and annexing Puerto Rico, the 
Hawaiian Islands, and the Philippines, the figure had fallen to 
less than ten per cent.* Never in the nineteenth century had our 
merchant marine been more atrophied, and it made only a slow 
recovery between then and World War I. Historians have re- 
counted in general terms the wasting away of American shipping 
after the Civil War. The purpose of this article is to examine 
more closely an early stage of this decline in the Western Hemi- 
sphere and its effect upon inter-American economic relations. 


At the beginning of the 1880’s few Americans troubled them- 
selves seriously about the course of our Latin American trade, 
for the United States had recovered from the Panic of 1873 and 
was riding the crest of prosperity, buoyed up by the coincidence 
of a bumper American harvest and European crop failures in 1879 
which produced a flow of gold from Europe. In the autumn of 
1880 the election of James A. Garfield promised four more years 
of Republican orthodoxy. Shortly after the beginning of the 
new year Henry H. Hall, formerly consul general in Cuba, told the 


* Associate Professor of History, Hamline University. 
1 United States, 56th Congress, 1st Session, House Document 411. 
Statistical Abstract of the United States, 1899 (Washington, 1900), p. 454. 
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readers of the Atlantic Monthly a nineteenth-century equivalent 

of “You never had it so good”: 
For a year and a half [the country} has enjoyed a period of 
uninterrupted sunshine and prosperity. National finance 
has been so regulated as to establish the public credit and to 
give certainty to business transactions. A succession of large 
harvests has blessed the agricultural community. Railroad 
building has been resumed. Trade has revived. The pro- 
ducts of the mines are in.demand. The factories are busy. 
. .. These blessings have been accompanied by an expansion 
of our foreign commerce, which is without a parallel in the 
annals of international exchange. . . . Our commerce now 
begins to approach that colossal trade which gives England 
her distinctive place in the business of the world... . 


After a few pages, however, doubts crept into Hall’s article. 
He pointed out that just as American trade and prosperity had 
suffered acutely after 1873 from the inadequacy of her merchant 
marine, so also in the future she might have to pay a penalty for 
pouring her capital into Western railroads and neglecting her 
shipping. With a weak navy and few fast, sound cargo ships, 
what would America do in case of war with a European country 
or even in case of a foreign war involving one of the principal 
carrying nations, such as Britain? ‘‘The future,” declared Hall, 
“is almost entirely within our own hands.” * 

Similar doubts began to appear more frequently in public 
places during 1881 and 1882 as the country sank once more toward 
an economic depression. The assassination of Garfield jolted 
business, and a widespread drought in 1881 erased the benefits 
of the earlier harvests, while during the next two years specula- 
tion and fruitless Congressional squabbles over tariff reform 
spread uncertainty through the economy. A rash of business 
failures in the spring of 1884 brought panic and a relatively short 
depression. Overproduction, often a subject for worrying in the 
years after 1873, became once again a matter of serious concern, 


*Henry H. Hall, ‘The Future of American Shipping,” Aflantic 
Monthly, XLVII (February 1881), 166-74. A good general summary 
of business conditions in the early 1880's is found in Alexander Dana 
Noyes, Forty Years of American Finance (New York, 1909), pp. 53, ff. 
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and the need for increased sales turned men’s attention to over- 
seas markets and the means of reaching them. 

Evidence of concern over Latin American trade and shipping 
during this period comes from a variety of sources. One of these 
was a great number of reports from American ministers and 
consuls in Latin America, who had been paying increased attention 
to potential markets for American products since the panic of 
1873. Moved in part by these statements, Congress made gestures 
of alarm for several years, and in 1883 the House Committee on 
Foreign Affairs submitted a report which confirmed some of the 
pessimists’ worst fears. The committee’s table of American trade 
with Latin America was enough to depress anyone: 


TABLE I 


TOTAL FOREIGN AND AMERICAN TRADE WITH LATIN 
AMERICAN NATIONS, FISCAL YEAR ENDING 
JUNE 30, 1883 ° 


United States 
Total trade with 





Total foreign 


percentage of 


Country trade United States foreign trade 
Mexico $58,125,000 $23,945,000 39.4 
Guatemala 7,422,000 4,786,000 64.5 
Honduras and 
British Honduras 6,300,000 1,353,000 21.5 
El Salvador 8,658,000 1,046,000 12.1 
Nicaragua 3,410,000 714,000 20.9 
Costa Rica 10,690,000 1,449,000 13.6 
Colombia 39,493,000 12,475,000 36.6 
Venezuela 30,394,000 12,639,000 41.6 
Ecuador 20,934,000 1,646,000 7.9 
Peru 72,496,000 1,262,000 Be 
Bolivia 5,911,000 406,000 6.9 
Chile 73,642,000 3,792,000 28 
Argentina 121,635,000 8,089,000 6.7 
Uruguay 42,070,000 5,776,000 13.7 
Paraguay 8,066,000 324,000 4.0 
Brazil 215,061,000 57,635,000 26.8 
Guianas 28,611,000 4,945,000 17.3 
Total 752,918,000 $142,282,000 18.9 


3 United States, 48th Congress, 1st Session, House Report 1445 (Wash- 
ington, 1884), p. 3. 
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Confronted with this evidence and worried about the prospects 
of a depression, Congress urged President Arthur to appoint what 
we would call a special “fact-finding” commission to interview 
merchants and officials in the United States and Latin America 
about ways of improving inter-American trade relations. The 
commissioners’ reports are a second source of information on the 
subject.* In 1889, four years after their return, William E. Curtis, 
who had been a member of this special commission, combined 
some of its findings with further observations of his own in a 
government-printed survey, Trade and Transportation between the 
United States and Latin America.® 

Consuls, commissioners, and Curtis all assumed as an initial 
axiom that Latin American trade was worth worrying about. 
Indeed, the commissioners’ report declared it to be three times as 
valuable as that of China and fully equal to that of India. They 
found it deplorable that less than seven per cent of American 
exports went to Latin America. Conferences between the commis- 
sioners and leading merchants in six American port cities yielded 
a list of nine desiderata for improved inter-American trade: reci- 
procity treaties, simplified customs regulations, better consuls, and 
others. However, like Abou ben Adhem, regular direct steam- 
ship communication led all the rest, and if the consuls had pre- 
pared such a list, they would probably have agreed.° Admitting 
that other elements were important too, we must now isolate the 


4 United States, 48th Congress, 2nd Session, House Executive Docu- 
ment 226 (Washington, 1885). 49th Congress, 1st Session, Senate Re- 
port 941 (Washington, 1886); and House Executive Document 50 
(Washington, 1886). 

5 United States, 51st Congress, 1st Session, Senate Executive Docu- 
ment 54. William Eleroy Curtis, Trade and Transportation between the 
United States and Latin America (Washington, 1890). Curtis was a 
Chicago journalist who traveled widely, especially in Latin America. He 
later became the first director of the Bureau of American Republics (Pan 
America Union). Allen Johnson and Dumas Malone, eds., Dictionary of 
American Biography (22 vols.: New York, 1928-1944), IV, 620-21. 

6 The other suggestions listed were establishment of more American 
mercantile houses in Latin America, more intimate knowledge of Latin 
American wants, better banking facilities and a common set of values, 
more liberal credits by American shippers, and bonded warehouses in 
Latin America. United States, 48th Congress, 1st Session, Hewse Executive 
Document 226, pp. 4, 15. 
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factor of steam communications and examine its effect on inter- 
American trade. 

As one might expect, the United States merchant marine made 
its best showing in the Gulf of Mexico and the Caribbean Sea. 
Even here, however, European steamship lines offered stiff com- 
petition. In 1841 Great Britain had chartered the Royal West 
India Mail Steam Packet Company along with two other major 
lines (the Peninsular and Oriental and the Cunard) to secure a 
British monopoly of steam shipping along some of the principal 
world trade lanes. Organized by James MacQueen, an ex-planter 
of the West Indies and an enthusiastic promoter of steamships, 
the Royal Mail Line began to operate between Southampton and 
the West Indies and soon added to its itinerary such mainland 
ports as Tampico, Veracruz, Chagres (on the Isthmus of Panama), 
Cartagena, Puerto Cabello, and La Guaira. Later the company 
branched out into southern South America, and in the 1880's it 
had a fleet of twenty-four steamers.’ 

A much later British company operating in the Caribbean was 
the Atlas Steamship Company, founded in 1871 under British law 
by two affiliated companies operating in New York and London. 
Sir John Peter Grant, then governor of Jamaica, persuaded the 
two parent companies to establish regular service to New York in 
order to provide a market for Jamaican fruits. After several 
difficult years the venture proved so profitable that the Atlas Line 
extended its activities to Haiti, Puerto Rico, Maracaibo, and the 
Isthmus of Panama and in the early 1880's controlled a fleet of 
fifteen ships.* By this time the two principal German trans- 
atlantic lines, the Hamburg American Line and North German 
Lloyd, had entered the area. Both tried to maintain competitive 
lines to the Gulf of Mexico and the Caribbean but found the 


*Robert G. Albion, “British Shipping and Latin America, 1806- 
1914,” The Journal of Economic History, XI (Fall 1951), 365. George 
Henry Preble, A Chronological History of the Origin and Development 
of Steam Navigation (Philadelphia, 1883), pp. 312-17. Preble was a rear 
admiral in the United States Navy. 

8 Report of Consul General John M. Langston, Port-au-Prince, June 30, 
1881, in United States, Department of State, Commercial Relations of the 
United States with Foreign Countries (Washington, 1856- ), 1880- 
1881, pp. 540-41. Preble, History of Steam Navigation, pp. 372-73. 
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traffic insufficient and divided the field, North German Lloyd 
running to New Orleans and Hamburg American to the West 
Indies and Panama. Other European lines, such as the West India 
and Pacific Line and the Harrison and West India Line, both of 
Liverpool, sent ships to the Isthmus of Panama and called at 
island ports en route.° 

The earliest American rival to the Royal Mail Line was the 
Pacific Mail Steamship Company, incorporated in New York 
during 1848. Organized primarily to carry passengers and goods 
between New York and California, the company built port works 
and warehouses at Aspinwall and Panama on the Isthmus, but 
for years it paid little attention to Mexico or Central America. In 
1867 the Pacific Mail Line inaugurated service to Japan and Hong 
Kong, and it soon added local runs along the west coast of 
Central America: a Mexican line between Panama and Acapulco 
and another line between Panama and the principal Pacific ports 
of the Central American republics. In 1888 the company operated 
seventeen steamers.’° 

The principal American company which confined its attention 
to the Caribbean and the Gulf of Mexico was the “Ward Line” 
(the New York and Cuba Mail Steamship Company), founded 
in 1877 by James E. Ward. Through slow growth the company 
acquired a fleet of six steamers by 1888. Unfortunately after 
several years it was meeting ruinous competition from French and 
German transatlantic lines, as well as from another American 
line, the Plant Steamship Company. Ward blamed his troubles 
on interference from the American government and on foreign 
subsidies which, he said, sustained his European rivals through a 
bitter rate war. As a result of this war, first-class passenger fares 
from New York to Havana fell from $60 to as low as $35 and 
freight rates a similar amount.” 

As the following table shows, in the 1880’s new American com- 
panies such as the Ward Line had to run a formidable gamut of 
European rivals, already strongly entrenched in the carrying trade 
between the United States and the Caribbean: 


® Ibid., p. 341. 
10 [bid., pp. 321-25. Curtis, Trade and Transportation, pp. 183-87. 
"1 [bid., pp. 188-92. 
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TABLE II 
AMERICAN AND FOREIGN STEAMSHIP COMPANIES 
OPERATING BETWEEN AMERICAN PORTS, THE GULF 
OF MEXICO, AND THE CARIBBEAN SEA, 1888: * 


Company and nationality Trips per year Route 


36 New York-Aspinwall 
Pacific Mail Steam Company (U.S.) oak Deans a. 


New York and Cuba Mail Steamship 52 New York-Cuba 


Company or "Ward Line™ (US) [32 New York Mexico 


“Red D” Steamship Company (U.S.) 36 New York-Venezuela 
Clyde’s West India Line (U.S.) 12. New York-West Indies 
Morgan Steamship Company (U.S.) 12. New Orleans-Cuba 
Plant Steamship Company (U.S.) 104 Tampa-Havana 
Atlas Steamship Company (Br.) New York-West Indies 
Quebec Steamship Company (Br.) 52. New York-West Indies 
Trinidad Line (Br.) 26 New York-Trinidad 
Anchor Line (Br.) 26 New York-Jamaica 
J. W. Winchester and Company (Br.) 26 New York-West Indies 
Honduras and Central American 24 New York-Jamaica- 
Company (Br.) Central America 
New York and Yucatan Steamship 
Company (Br.) 24 New York-Mexico 
Taurus Line (Br.) . 12. New York-Puerto Rico 
People’s Line for Haiti (Br.) 12. New York-Haiti 
Atlantic and West India Line (Br. ) 12. New York-West 
Indies-Trinidad 
New York and Jamaica Line (Br.) Irregular New York-Jamaica 
Ern Line (Br.) Irregular Philadelphia-Cuba 
New Orleans and Belize Royal Mail (Br.) 52 New Orleans-Central 
America 
Oteri’s Pioneer Line (Br. and U.S.) 24 New Orleans-Central 
America 
New Orleans and Colombia Line (Br.) Irregular New Orleans-Columbia 
Royal Dutch West India Company Amsterdam-West 
(Dutch) Indies-Venezuela- 
New York and Puerto Rico Line Colombia-New York 
(Spanish ?) 14 New York-Puerto Rico 


12 Tbid., pp. 175, 177-81. Progressive citizens of New Orleans were 
considerably worried over the lack of regular steam communication with 
the West Indies. New Orleans Times-Democrat, February 20, 1883, p. 6; 
February 26, p. 4. 
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American steamship connections with Mexico in the 1880's were 
considerably fewer and more irregular than those with the West 
Indies. To be sure, private interests (apparently unaided by 
government subsidies) established a pioneer line between New 
Orleans and Veracruz as early as 1850 to transport American 
cotton to textile mills in eastern Mexico, but the Civil War put 
an end to this trafic. While the United States was busy fighting 
this war, British, French and Spanish interests established trans- 
continental lines to the Mexican Atlantic coast. In 1867 the 
Mexican government began subsidizing Sres Alexandre e Hijos 
to maintain round-trip service between New York and Cuba, 
Yucatan, and Veracruz, and eventually ships were sent also to 
Tampico, Matamoros, Texas, and New Orleans. During the 
1870’s and 1880's this Mexican line was the principal non- 
European steamship company operating between Mexico and the 
United States.** 


Although Americans were often dissatisfied with the service 
offered by the Alexandre company, no one seemed to have energy 
enough to offer competition. During the 1870's an American rail- 
road promoter, Edward Lee Plumb, tried in vain to persuade the 
Texas railroad company which. employed him to establish a direct 
line of steamers from Galveston to Tampico and Veracruz, but 
in the end it was all he could do to carry through even part of 
his railroad project."* In 1878 a Mexican treasury minister, 
Matias Romero, deplored the lack of good communications with 
the United States and criticized the American government for not 


18 México, Exposicién de la secretaria de hacienda de los Estados- 
Unidos Mexicanos, de 15 de enero de 1879 sobre la condicién actual de 
México, y el aumento del comercio con los Estados-Unidos [etc.} English 
edition, published as Report of the Secretary of Finance... on the Actual 
Condition of Mexico {etc.} (New York, 1880), pp. 4-7. Until inter- 
rupted by the Mexican War, American Gulf commerce with Mexico 
flourished, but it was carried on by sailing ships and does not fall within 
the province of this article. See, for example, Norman A. Graebner, 
“United States Gulf Commerce with Mexico, 1822-1848,” Inter-American 
Economic Affairs, V (Summer 1951), 36-51. 

14 Edward Lee Plumb to Thomas W. Pearsall, Mexico City, September 
20, 1873. Plumb to Thomas Allen, New York, August 23, 1875. 
Edward Lee Plumb Papers, XII. Division of Manuscripts, Library of 
Congress. 
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cooperating with Mexico in offering subsidies.’° Naturally his 
words had little effect in Washington, and goods en route from 
New York to Veracruz continued to dawdle along by way of 
Havana and Yucatan, arriving at unpredictable intervals. On the 
Mexican Pacific coast the Pacific Mail steamers between Panama 
and San Francisco carried most long-distance freight, while 
several small American and Mexican companies handled local 
traffic.**® 

Unlike the other examples of hemispheric trade during the 
1880's which we shall examine, that between the United States and 
Mexico seems to have suffered relatively little from the haphazard 
steamer connections between the two countries. In 1888, ,for 
example, American exports to and imports from Mexico stood at 
$9,142,188 and $17,329,889 respectively.’ Both figures were 
rising rapidly, and no European country approached either one. 
In trading with Mexico the United States enjoyed a number of 
special advantages during the 1880's: nearness, the memory of 
American friendship during the French Intervention, and the 
long period of broken diplomatic relations between Mexico and 
the principal European nations after 1867. However, the prin- 
cipal stimulant to American-Mexican trade was railroads. In 
1884 American capitalists completed the first through line from 
the Rio Grande to Mexico City, and four years later they added 
a second. Thereafter most American-Mexican trade followed 
land routes.** 

Since American through railroad lines never reached Central 
America, our trade here depended entirely upon steamship con- 
nections, as elsewhere in the Caribbean basin. The United States 
sent few steamships to the Atlantic coast of Central America, but 


15 México, Report ... on the Actual Condition of Mexico, pp. 12-13. 

16 For example, two American steamers served Sonora and Lower Cali- 
fornia, one operated by the California and Mexican Steamship Company 
and the other by the Atchison, Topeka and Santa Fe Railroad, whose 
afhliate, the Sonora Railway, ran from the American border to the port of 
Guaymas. United States, Commercial Relations, 1884-1885, pp. 666-68. 

17 Curtis, Trade and Transportation, pp. 29-30. 

18 For the background of American railroad-building in Mexico see 
David M. Pletcher, “México, campo de inversiones norteamericanas, 
1867-1880,” Historia mexicana, I (April-June 1953), 564-74. 
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the Pacific Mail Company served the principal Pacific coast ports. 
J. M. Mufioz of New York, a long-time trader with Central 
America, complained that the Royal Mail Line and other European 
companies could transport west coast coffee across Panama and a 
total ocean distance of seven thousand miles for between $21.80 
and $24.25 a ton, while Pacific Mail steamers charged between 
$22.40 and $28.00 a ton to carry the same coffee only three 
thousand miles to New York. Nevertheless, Arthur’s commis- 
sioners found that Pacific Mail handled more than twice as much 
of Guatemalan imports as European ships, mostly by transship- 
ment at Panama, and presumably they must have carried out 
coffee on return trips." As a source of supply for Central 
American imports, the United States competed with Europe on 
something like an even basis, except in cotton textiles, which 
British looms produced more cheaply and with more attention to 
native tastes. However, neither Americans nor British could have 
worried much about Central America, inasmuch as the total im- 
port and export trade of the five republics and British Honduras 
was only $38,300,000 in 1888.” 

American shipping and trade facilities in the Caribbean ports 
of Colombia and Venezuela were also open to considerable im- 
provement in the 1880's, to judge from contemporary reports. 
The British consul in Caracas declared at the beginning of the 
decade that the American flag was seldom seen in Venezuelan 
waters, but by 1888 the American consul at Maracaibo was report- 
ing about fifty American ships a year. Some of these were modern 
iron steamers of the ‘‘Red D” Line, which also called at Curacao, 
Puerto Cabello, and La Guaira in competition with the Atlas Line, 
the Royal Dutch West India Company, and the Compafiia Trans- 
atlantica Espafiola. In 1889 the Hamburg American Line also 
announced a new packet service to Venezuelan ports.” 


19 Curtis, Trade and Transportation, pp. 33, 36-38. United States, 49th 
Congress, 1st Session, Howse Executive Document 50, p. 185. For reports 
of conversations of Arthur’s commission with officials in Costa Rica and 
Guatemala see Ibid., Senate Report 941, pp. 45-55. 

2° Curtis, Trade and Transportation, p. 33. This was also true in Mexico 
and the other Caribbean countries. 

21 United States, Commercial Relations, 1880-1881, p. 86. Report of 
Consul E. H. Plumacher, Maracaibo, in United States, Department of State, 
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According to the American consul at Cartagena, Colombian 
shipping was more nearly under European control than that of 
Venezuela. Since the Atlas Line had a virtual monopoly and 
managed to force each would-be rival out of business by savage 
rate wars, the consul warned prospective American steamship pro- 
moters that any new company must be prepared to sustain heavy 
losses for at least six months until local merchants were con- 
vinced that the newcomer could break the British monopoly.” 
According to William E. Curtis, the Atlas Line also enjoyed a 
virtual monopoly at Savanilla, the port serving Barranquilla and 
the Magdalena valley, although the “Red D” Line did manage to 
ship in a few goods by way of Curacao. Curtis used conditions 
in Venezuela and Colombia to illustrate his contentions as to 
the vital importance of shipping. He described American-Vene- 
zuelan trade as “in satisfactory condition and only [needing} 
attention from our manufacturers and exporting merchants to 
be vastly enlarged.” On the other hand, in Colombia, he de- 
clared, the British monopolists had managed to force trade into 
a vicious triangle, shipping Colombian raw materials to New 
Orleans, American cotton to Britain, and British manufactures 
to Colombia.” 


The shipping competition at the Isthmus of Panama belongs 
in a special category. Although the activities of De Lesseps’ canal 
company in the 1880's had greatly increased the local demand for 
imports, most of the isthmian trade was on its way to or from 
the west coast of North or South America. As the following 
table shows, all but one of the companies running regular steam- 
ship routes to the principal Caribbean port of the isthmus were 
European: 


Reports from the Consuls of the United States on the Commerce, Manu- 
factures, etc. of their Consular Districts (Washington, 1881- ), No. 
103 (March 1889), p. 580. 

22 Report of Consul Edmund W. P. Smith, Cartagena, Decem- 
ber 28, 1886. 

*3 Curtis, Trade and Transportation, pp. 40-43, 49-50. 
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TABLE III 
STEAMSHIP ARRIVALS AT ASPINWALL, 1888, AND 
POINTS OF ORIGIN: * 


Company and nationality Arrivals per month Arriving from 
Pacific Mail Steamship Company (U.S.) 3 New York 
Royal Mail Steam Packet Company (Br.) 2 Southampton, 


West Indies 
Marseilles 


—, 


1 
Compagnie Generale Transatlantique (Fr.) 41 Havre, Bordeaux 
{1 St. Nazaire 
Hamburg American Packet Company (Ger. ) 2 Hamburg, Havre 
Compania Transatlantica de Barcelona (Span. ) 1 Barcelona 
West India and Pacific Steamship Company { 4-5 Liverpool 
(Br.) 2 Liverpool, Bor- 
deaux 


One link of the Isthmian chain was almost an American mono- 
poly—the Panama Railroad, which handled nearly all the traffic 
brought in by the above lines. Founded in part by officials of 
the Pacific Mail Line, it was enormously profitable, for between 
its inauguration in 1855 and 1903 it yielded dividends of $37,- 
798,840 on an authorized capital of $7,000,000.*° By the 1870's 
the railroad was giving only mediocre service, and American con- 
suls were always urging shippers to pack their wares more securely, 
lest cases break open on the Isthmus and invite theft. Fortunately 
not all shippers suffered as grievously as Melchor Obarra, Chilean 
consul general in New York who engaged in trade with Bolivia 
on the side: 

My experience in sending goods [he told Curtis} has not been 
a fortunate one. Out of a consignment of 40 stoves which 
I shipped by way of the Isthmus, not one reached Arica 
without being smashed. I sent down two pianos, and when 
they arrived they were only fit for kindling wood, and my 
last venture was with a turbine wheel, that was ordered for 


24 Ibid., pp. 45, 184. 

25 The Panama Railroad cost $8,000,000 to build. Miles P. DuVal, 
Jr., And the Mountains Will Move: the Story of the Building of the 
Panama Canal (Stanford, Cal., 1947), p. 29. Before 1870 annual 
dividends never fell below twelve per cent. Gerstle Mack, The Land 
Divided, a History of the Panama Canal and Other Isthmian Projects 
(New York, 1944), p. 157. 
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the electric works that light the city of La Paz. What be- 
came of it I never knew. It reached Colon safely, but it 
never got to Panama, and it is probably lying in the swamps 
of the Isthmus. 


It is not surprising that Obarra showed a preference for a much 
longer route from New York to Arica by way of Hamburg and 
Cape Horn.** Since this longer route obviously raised American 
freight charges above those on European goods, it would appear 
that any kind of inefficiency at the Isthmus tended to work against 
the interests of American trade. 

North and east of the Isthmus of Panama American steamships 
of the 1880's put up vigorous if sometimes confused or ineffectual 
competition against the Europeans. Southwest of the Isthmus, 
however, the British had the field almost to themselves, and the 
American flag, if seen at all, flew over only an occasional sailing 
ship. Ironically enough, the British monopoly on the Pacific 
coast of South America was largely the work of an American— 
William Wheelwright of Newburyport, Massachusetts, who spent 
most of his life building railroads and operating steamships in 
South America. Wishing to establish regular steam service be- 
tween Valparaiso and Callao, Wheelwright sought capital in the 
United States during the depression of 1937, found none, and 
turned to England. In 1840 he incorporated the Pacific Steam 
Navigation Company, about a year before the birth of the Royal 
Mail Line, and early in 1841 the president of Chile and a 
platoon of officials turned out to welcome Wheelwright’s first 
fleet to Valparaiso: two paddle-wheel steamers of about seven 
hundred tons each. 

Being entirely dependent on the local traffic of Chile and Peru, 
the Pacific Steam Navigation Company nearly foundered during 
the next five years, but in 1845 Wheelwright made connections 
with the Royal Mail service at Panama and became eligible for a 
British mail subsidy. Capital and dividends increased rapidly 
thereafter. In 1868, tired of their dependence on the erratic 
Panama Railroad, the directors of the Pacific Steam Navigation 
Company inaugurated a new line of ships from Liverpool to the 


26 Quoted in Curtis, Trade and Transportation, p. 58. 
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Pacific coast through the Strait of Magellan. In the early 1870's 
the company was riding high, with a total capital of four million 
pounds and a fleet of about fifty steamers. In average tonnage 
the eighteen largest ships of the fleet, used for the Magellan 
route, outweighed anything in the United States Navy. The 
company also operated drydocks on an island in the Bay of 
Panama and at Callao and Valparaiso. At the end of the 1870's 
the War of the Pacific between Chile, Peru, and Bolivia tempo- 
rarily interfered with trade, but when it ended in 1883, the 
Pacific Steam Navigation Company still ruled over west coast 
trade. However, its monopoly was no longer absolutely intact, 
for the German Kosmos Line and other European companies had 
followed the British through the Strait of Magellan, and after 
the war victorious Chile established her own coastal line, the 
Compafiia Sudamericano de Vapores, under a contract to operate 
two ships a month between Valparaiso and Panama.” 

Under such circumstances the west coast of South America 
was not much more under American economic influence than 
Tibet or Madagascar. Curtis pointed out that the United States 
Bureau of Statistics did not even bother to list the figures for 
American trade with Ecuador, and when three American sailing 
vessels arrived at Guayaquil in 1879, the American consul called 
it an “unprecedented record.” ** Evidence as to comparative 
freight rates from New York and European ports is contradictory, 
but it does not suggest that Americans were able to capitalize 
their advantage of distance. In 1884, for example, the American 
consul at Guayaquil listed rates per cubic foot of space on 
steamers for the United States, Britain, France, and Germany as 
$.75, $.79, $.7314, and $.79 respectively. A few months later 
President Arthur’s commission learned that rates per ton from 
New York to Guayaquil were $30, as against $27 from Europe. 
The freight charges for goods traveling by sail were about half 
as much as those for goods traveling by steam, but the goods 
took three times as long to arrive. Whatever the disagreement 
as to rates, all observers joined in criticizing the Panama Railroad 
for careless handling and breakage.” 


27 Albion, ‘British Shipping and Latin America,” pp. 365-68. Preble, 
History of Steam Navigation, pp. 307-11. 
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During the 1880’s American trade with Peru and Bolivia suf- 
fered from the same European control of shipping connections as 
did that with Ecuador. The former two countries had the addi- 
tional handicap of financial prostration as a result of losing an 
expensive war and several valuable provinces. American exports 
to Peru, which had averaged nearly $2,000,000 annually during 
the 1870's, fell below $600,000 in the mid-1880's. In 1888 
Britain and the United States exported $3,489,869 and $865,160 
of goods to Peru respectively. As for Bolivia, the United States 
consul at La Paz reported at the beginning of the decade that 
Germans and British controlled the import trade, that miners, 
engineers, and merchants were almost invariably European—in- 
deed, that there was not a single American merchant in the whole 
country! Naturally other factors than shipping contributed to 
the preponderance of European influence in these two countries, 
but the members of Arthur's commission were impressed when 
they heard the familiar refrain from an agent of Grace Brothers 
and Company in Lima and Callao: in his whole eighteen-year 
residence in Peru he had never known the freight rate from New 
York to fall below $29, gold, per ton, whereas that to Liverpool 
was usually $14 or $15.°° 


When the commission proceeded to Chile, they found the 
atmosphere greatly changed, although American prospects seemed 
little better. Here was a prosperous, self-confident nation, sure of 
its destiny and not much interested in hemispheric cooperation. 
Some of its older citizens could remember the days before 1860, 
when many American ships docked in Chilean harbors. Store- 
keepers told the commission members that customers still asked, 


28 Curtis, Trade and Transportation, p. 51. United States, Commercial 
Relations, 1879, I, 63. 

29 United States, Reports from the Consuls, No. 44 (August 1884), 
pp. 614-15. United States, 49th Congress, 1st Session, Senate Report 941, 

, SB. 
e 3° Curtis, Trade and Transportation, pp. 55-56. United States, Commer- 
cial Relations, 1880-1881, p. 115. United States, 49th Congress, 1st Ses- 
sion, Senate Report 941, p. 61. 

31 Chile was one of the few places in which the commission met firm 
opposition both to the idea of reciprocity treaties and to the projected 
inter-American conference. Ibid., pp. 62-66. 
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“Why don’t you have those strong American goods we once 
bought of you?” Just before the commission visited Chile a local 
newspaper obligingly published revealing trade statistics, so that 
the Americans would know the magnitude of their problem: 


TABLE IV. 
AMERICAN AND EUROPEAN TRADE AND SHIPPING 
WITH CHILE, 1863 AND 1883: * 


Exports to Chile Imports from Chile Steamer trips 
Count 1863 1883 1863 1883 to Chile, 1883 
Unite 
States $1,635,598 $3,601,492 $1,352,672 $1,666,978 2 
Britain 8,090,069 21,638,271 12,313,029 58,961,622 1,944 
France 4,301,858 8,935,309 1,649,364 6,208,927 78 


Germany 772,515 10,015,564 684,596 4,811,438 100 


A clerk at the agency of a British steamship line in Chile de- 
livered the crowning blow to American pride. When a member 
of the commission asked about American sailings from Rio de 
Janeiro, the clerk looked surprised and replied, “American 
steamers? I didn’t know the Americans had any steamers. I 
never saw one.” ** 

Chilean officials and importers frankly admitted that they liked 
and even preferred American machinery, iron and steel, and other 
manufactures, but they complained that the high American tariffs 
on Chilean products made it easier to get credit in Britain, and 
they deplored the interminable delays in American deliveries and, 
as usual, the high freight rates. Two American companies op- 
erating in Chile, W. R. Grace and Company and Hemmingway 
and Brown of Boston, maintained their own fleets of sailing ships, 
which gave fairly regular service, but other shippers were at the 
mercy of foreign lines, especially the Pacific Steam Navigation 
Company. It would be difficult to prove that this company 
deliberately rigged rates and encouraged delays in such a manner 
as to force trade into European channels, but, as Arthur's com- 
mission observed in their report, the prevailing passenger rate 
from Panama to Valparaiso was about $250, as compared with a 


82 Reprinted from La unién, a Chilean newspaper dated May 5, 1885. 
Ibid., pp. 66-67. See also p. 64. 
33 bid. 
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rate of about $75 for a roughly comparable distance from New 
York to Liverpool. As for freight rates, the unfavorable differ- 
ential of Guayaquil and Callao mentioned above had risen so high 
at Valparaiso that nearly all American goods came to Chile by 
sailing ships or by steamers via Europe.** We may conclude at the 
very least that European shipping lines did nothing to facilitate 
American trade to the west coast by way of Panama, and that 
habit, the Panama Railroad, and a general spirit of “manana” all 
furthered European interests indirectly. 

American shipping connections with the east coast of South 
America offered very little more competition to European interests 
than on the west coast. In 1880 even a relatively unenterprising 
American secretary of state, William M. Evarts, could write of our 
Brazilian trade: 


During all those years in which Europe has been building up 
her commerce with Brazil and sweeping the entire coast of 
South America with magnificent fleets of steamships, the 
United States looked passively on, being, seemingly, content 
with the purchase of Brazilian coffee—which Europe did 
not want . . —and supplying Brazil with flour and a few 
other articles, crude or partly crude, which no other country 
could supply. 


Looking to the future, Evarts declared: ‘“There are only two 
things necessary . . . to enable us to divide the Brazilian market— 
steam and time.” *° 

Regular steam communication between Europe and the east 
coast of South America began in 1851 when the Royal Mail Steam- 
ship Company established mail service to Rio de Janeiro and a 
branch line to Buenos Aires. Lamport and Holt of Liverpool 
and two German lines, North German Lloyd and Hamburg 
American, entered the field soon after this. By the latter half of 
the 1880's the following European steamship companies and pos- 
sibly others as well were running steamers to the ports of Brazil, 
Uruguay, and Argentina: 


84 Ibid., p. 58. Curtis, Trade and Transportation, pp. 63-64. 
85 Letter of the Secretary of State, May 1, i880, in United States, Com- 
mercial Relations, 1879, I, 49. 
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Company and nationality 
Lamport and Holt Co. (Br.) 


Pacific Steam Navigation Co. 24-26 


(Br.) 

Royal Mail Steamship Co. 
(Br.) 

Booth Steamship Co. (Br.) 

Walford Line (Br.) 

Castle Line (Br.) 

Clyde Line (Br.) 

Shaw, Savill and Albion 
Co. (Br.) 

New Zealand Shipping Co. 
(Br.) 

Allen Line (Br.) 

Red Cross Steamship Co. 
(Br.) 

Nautilus Company (Br.) 

Hamburg American Steam- 
ship Co. (Ger. ) 

North German Lloyd Co. 
(Ger. ) 

Kosmos Line (Ger.) 


Robert N. Sloman New 
York and Brazil Line 
(Ger. ) 

Compagnie Chargeurs Reunis 
(Fr.) 

Messageries Maritimes (Fr. ) 

Société Générale des Trans- 
ports Maritimes (Fr.) 

Compagnie Cyprien-Fabre 
(Fr.) 

Compagnie Faixsinet (Fr.) 


Compagnie Nationale (Fr.) 


Apesteguy Brothers (Fr.) 

Austro-Hungarian Lloyds 
Co. (Austr. ) 

Adriatic Navigation Co. 
(Austr. ) 


TABLE V 
PRINCIPAL EUROPEAN STEAMSHIP COMPANIES 
OPERATING TO BRAZIL AND THE PLATA BASIN, 
MID-1880’s: *° 


Trips per year Route 


72-120 Southampton-Antwerp-Brazil 


24 


24 


12-26 


5 


Liverpoo -Spain-Brazil-Monte- 
video-west coast 
Southampton-Antwerp-Brazil 


New York-Brazil 
Liverpool-Antwerp-South America 
Liverpool-Antwerp-South America 
Liverpool-Antwerp-South America 
New Zealand-Rio de Janeiro- 
London 
New Zealand-Rio de Janeiro- 
London 
Antwerp-Havre-South America 
New York-Baltimore-Brazil 


Liverpool-Antwerp-South America 
Hamburg-Antwerp-Brazil 


Bremen-Hamburg-Antwerp- 
Brazil-Plata 

Bremen-Hamburg-Montevideo- 
west coast 

New York-Baltimore-Brazil 


Havre-Bordeaux-Dunkirk- 
South America 
Bordeaux-Lisbon-Brazil 
Marseilles-Santos-Rio de Janeiro- 
Montevideo-west coast 
Marseilles-Montevideo-Buenos 
Aires-Rosario 
Marseilles-Montevideo-Buenos 
Aires 
Marseilles-Montevideo-Buenos 
Aires 
Bordeaux-South America 
Trieste-Brazil 


Fiume-Brazil 
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Navigazione Generale Italiana 26 Marseilles-Genoa-Montevideo- 
Societa Reunita Florio e Buenos Aires 
Rubatino (Ital. ) 12 Marseilles-Genoa-Valparaiso- 
Pacific ports 


Compagnia La Veloce (Ital.) 24 Mediterranean-South America 
Piaggio e Compagnia (Ital. ) 24  Mediterranean-South America 
Antonio Lopez y Compafiia 24 Mediterranean-South America 


(Span. ) 


Against this array of European competition the United States 
entered only one struggling shipping line, the United States and 
Brazil Steamship Company. Its founder, John Roach, was one of 
the most colorful and perhaps the most important figure in the 
whole shipbuilding controversy of the 1880's: a red-haired Irish- 
man about sixty years old, “an excellent type of the American 
‘boss mechanic,’ ”’ who had grown grizzled and wealthy building 
ships along the Delaware River. Protectionists called him ‘‘the 
_ Paul Jones of our iron shipyards,” for he hated the British domina- 

tion of shipping and shipbuilding, and he stood four-square for 
protective tariffs, even on the ironware which went into his ships. 
He also stood for government subsidies to ship-builders.*” 

In 1865 Roach founded the United States and Brazil Mail 
Steamship Company under contracts by which the American gov- 
ernment promised him an annual mail subsidy of not more than 
$150,000 and the Brazilian government an approximately equal 
amount. It was said that he invested a million dollars of his own 
in the venture. His Pennsylvania shipyards built three smart 
steamers, comfortably equipped for passengers (at $175 a head 
from New York to Rio de Janeiro) as well as cargo, which 
inaugurated an efficient twenty-two-day mail service. Roach and 
sympathetic writers made claims which are difficult to substantiate 
today: that the line carried about two thousand passengers during 
its first three years of operations, that it reduced freight on 
Brazilian coffee by as much as two-thirds, and that it saved 


36 Based partly on a list compiled by Peter Christopheson, a merchant 
and consul general for Denmark, Russia, and Norway-Sweden at Buenos 
Aires. United States, 49 Congress, 1st Session, Senate Report 941, pp. 
81-82. See also Curtis, Trade and Transportation, pp. 153, 178-79; and 
United States, 58th Congress, 1st Session, Senate Report 2755 (3 vols.: 
Washington, 1905), I, 439-42. 

8? American Protectionist, 1 (February 12, 1881), 55. 
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American businessmen a total of $1,700,000 on South American 
freights.** 

Perhaps Roach should have restrained his beneficent impulses, 
for he was soon in financial troubles. The anticipated export 
trade from the United States was slow to develop. Meanwhile 
poor Brazilian port facilities (especially in the north, where his 
contract required his ships to call), expensive coal, and other 
factors raised his operating costs beyond the level at which he 
could compete with the established European companies. For 
their part, they cut rates, added ships, and probably intrigued 
against Roach at Rio de Janeiro. In 1875 the United States Con- 
gress refused to renew his mail subsidy contract despite his 
exhortations and eventually the Brazilian government transferred 
his contract to an Anglo-Canadian company.” 

“At this point,” he declared later, “having the English and 
Canadian interest, the Brazilian Chambers, the American Congress, 
and a large portion of the American press against me, I thought 
it about time to give up a struggle so costly to me.” He thereupon 
sold his ships to the Pacific Mail Steamship Company and man- 
aged to recover considerable money in the sale.*° The United 
States and Brazil Company struggled on without him, and in 1888 
it was still operating three steamers and making perhaps fifteen 
trips a year to Brazil, but up to that time the stockholders had not 
received a cent on their investment." 

Largely dependent upon European shipping, American trade 
with Brazil flowed only in directions agreeable to European in- 
terests. “The most absurd spectacle in the commercial world 


88 Paul Maxwell Zeis, American Shipping Policy (Princeton, N. J., 
1938), p. 21. Preble, History of Steam Navigation, pp. 373-76. 

39 American Protectionist, 1 (June 4, 1881), 220. Zeis, American Ship- 
ping Policy, pp. 21, 25. Preble, History of Steam Navigation, pp. 373-76. 
Curtis, Trade and Transportation, pp. 198-201. 

40 American Protectionist, 1 (Jume 4, 1881), 220; (July 2, 1881), 
272-73. Roach’s agent in Brazil wrote in 1882 that he had sent Roach 
$300,000 from the Brazilian government and that Roach had received or 
would receive $300,000 or $400,000 more from the Pacific Mail Company 
and other sources. W. P. Tisdel to William E. Chandler, Rio de Janeiro, 
November 27, 1882. William E. Chandler Papers, CVII. Division of 
Manuscripts, Library of Congress. 

“1 Curtis, Trade and Transportation, pp. 198-201. 
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is the trade we carry on with Brazil,” declared William E. Curtis 
in 1886. “We buy nearly all her raw products, while she spends 
the money we pay for them in England and France.” ** This was 


trade somewhat like that of Colombia: Brazilian coffee to the 
United States; American grain, provisions, cotton, tobacco, and 
petroleum to Europe; and British and French manufactured 
goods to Brazil. American exports to Brazil went on the “Roach 
Line” ships or on small sailing vessels or traveled ‘on the tri- 
angle” by way of Liverpool or Southampton, paying inflated 
freight charges. 

American consuls in Brazil admitted that inadequate shipping 
was not the only brake upon American exports, for shippers in 
the United States committed errors of judgment such as sending 
mowing machines into the Amazon jungles, and they paid too 
little attention to conservative Brazilian taste and the desire for 
long credit terms. Also they tended to maintain high quality 
instead of lowering prices, so that, to Curtis’ intense irritation, 
British manufacturers could size their textiles with starch or 
pipeclay to conceal their flimsiness, forge American trademarks, 
and undercut the Yankees. It is impossible to say exactly how 
much these other factors contributed to the unequal trade figures 
of such a year as 1888, when the United States imported $53,- 
710,000 of goods from Brazil and returned only $7,137,000, 
while British sales to Brazil totalled at least $28,314,482.** How- 
ever, Curtis was probably not wrong in regarding such figures 
as monuments to the British merchant marine. 

Europe established direct steamer connections with the Plata 
somewhat later than with Brazil. During the 1850’s European 
branch-line steamers shuttled between Buenos Aires and Rio de 
Janeiro, and in 1862 the Royal Mail Company and the Messageries 
Impériales (forerunner of the Messageries Maritimes) opened 
direct service to Buenos Aires from Southampton and Bordeaux 
respectively. After 1871 the infrequent sailings increased, and by 
1880 European steamers were calling at both Buenos Aires and 


42 United States, 49th Congress, 1st Session, Senate Report 941, p. 28. 
43 Curtis, Trade and Transportation, pp. 92-96. United States, Com- 
mercial Relations, 1880-1881, pp. 94-97, 598-99. 
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Montevideo nearly every day of the month or oftener in busy 
seasons.** After the successful development of transatlantic 
refrigerator ships in the late 1870's meat-packing, cattle-raising, 
and most other parts of the Argentine economy were on the verge 
of an unprecedented boom, and Britain, with her hungry beef- 
eaters and her well-developed cargo lines, stood in position to 
make the most of it. 


At the same time the United States did not enjoy even the token 
representation of a “Roach Line” of steamers at either Buenos 
Aires or Montevideo. In 1884, to be sure, 145 American sailing 
vessels called at Buenos Aires, but the only steamers from United 
States ports were irregular European-owned tramps. At the same 
time American Consul E. L. Baker complained that the quality 
of service by sailing vessels was declining, as the staunch, dry 
Portland barks of an earlier day gave way to leaky tubs which 
ruined the remaining prestige of the Plata trade.** When 
Arthur’s commission visited Uruguay, nearly everyone from the 
president down pointed out two major impediments to trade: the 
high American tariff on Uruguayan wool and the lack of shipping. 
“The United States is our mother,” said one. “She points us the 
way of peace and greatness; in striving to do business with this 
country our merchants have no antagonism to overcome....” But 
others observed that however sentimentally inclined, a merchant 
of Montevideo must wait from five to nine months for goods sent 
from New York in sailing ships without any idea of when they 
would arrive. Sometimes he discovered later than he could have 
saved both time and shipping charges by ordering from Europe.** 


In the Plata area as elsewhere trade figures reflected the 
quality of steamer service. During the early 1880's the Americans 
held about five per cent of trade at Buenos Aires and Montevideo, 
while the British share was perhaps ten times as large, and French, 


44 United States, 49th Congress, 1st Session, Senate Report 941, p. 80. 

45 United States, Commercial Relations, 1882-1883, II, 341-43; 1884- 
1885, pp. 720, 725. See also report of Consul Russel, Montevideo, in 
ibid., 1880-1881, pp. 101-102. 


*© United States, 49th Congress, 1st Session, Senate Report 941, pp, 
68-72. 
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Germans, and Italians all did better than the Yankees.*7 Consul 
Baker reported that American trade with Argentina rose from 
$8,351,183 in 1880 to $16,602,000 in 1888, but he explained that 
this increase was entirely due to boom times in Argentina, and that 
trade with European countries increased even faster.** More com- 
plete figures for the preceding year clearly suggest a close correla- 
tion between trade and steamers: 


TABLE VI 


AMERICAN AND EUROPEAN TRADE AND SHIPPING TO 
ARGENTINA, 1887-1888: * 


Arrivals of ships in 


Exports to Imports from Argentina (1887) 
Country Argentina (1888) Argentina (1888) Sailing Steam 
Britain $63,700,000 $17,697,000 662 363 
Germany 29,155,000 13,246,000 41 151 
France 27,781,000 28,141,000 96 172 
Belgium 11,177,000 16,682,000 31 130 
United States 9,934,000 6,668,000 316 7 
Uruguay 8,833,000 7,925,000 4,036* 4,186 * 
Italy 7,732,000 2,734,000 20 99 
Spain 3,902,000 3,300,000 48 43 
Brazil 2,428,000 4,801,000 92 184 
Others 7,705,000 7,693,000 132 1,242 ** 


* These figures represent mostly small-size ferries across the Plata estuary. 
** This figure is almost entrely composed of small river steamers from 

Paraguay. 

It must not be thought that American shipping to Latin America 
presented a unique problem, for American consuls all over the 
world were reporting much the same condition. “The American 
flag is rarely seen in Oriental waters, . . .”” wrote Consul General 
Farman at Cairo in 1881. “English, French, Italian, Austrian, 
and Russian merchant steamers come and go almost daily, while 
the United States has not a single representative among them.” 
At the same time Consul General Mattson at Calcutta was report- 
ing a decline in American shipping arrivals from 167 in 1857 to 
16 in 1881 and declaring that to the Indians the American seaman 


47 Albion, “British Shipping and Latin America,” p, 373. 
48 Baker is quoted in Curtis, Trade and Transportation, p. 72. 
‘9 Ibid., pp. 65-66, 74. 
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appeared “‘only as an occasional survivor of a past generation.” 
According to Consul Studer, no American vessels entered the port 
of Singapore in 1879, and the town contained not a single Ameri- 
can mercantile firm. American consuls in China similarly deplored 
the decline of American shipping, and Consul Seymour at Can- 
ton described how the principal European steamship companies 
had formed a ‘“‘conference’’ to grant rebates to shippers provided 
that they never patronized non-conference ships, with the result 
that the unfortunate outsiders, some of them Americans, often 
waited months for cargoes or departed in ballast.*° 

Although it was probably natural for critics in the 1880's to 
trace American shipping problems to one or two simple causes, 
historians now regard the decline of the merchant marine as a 
complex process, not open to easy reversal.°* Undoubtedly the 
Civil War struck a crippling blow at American shipping. Con- 
federate raiders captured some ships and frightened the owners of 
many other into selling them or transferring them to foreign 
registry, a refuge from which an irritated Congress forbade their 
renationalization in a law of 1866. The United States, forced to 
consume its own surplus in war, could no longer satisfy its Latin 
American customers, who broke their old habits, turned to Euro- 
pean merchants, and furnished the profits with which British, 
French, and Germans built new ships and extended their trade 
contacts.°? 

Nevertheless, the Civil War only hastened a decline which 
would probably have come about anyway, at a slower rate. 
Between 1840 and 1870 “big shipping” was turning from wood 
sailing vessels to iron steamships, and although smaller lines and 
tramps might continue to rely on sail and wind, it become in- 
creasingly difficult for large American lines to stay afloat in heavy 


5° United States, Commercial Relations, 1880-1881, pp. 18, 177; 1879, 
I, 77; 1884-1885, pp. 932-35. 

51 Except where noted, this account of the causes of the decline of 
American shipping is based on the excellent summary in Zeis, American 
Shipping Policy, pp. 11-15. 

5? The disappearance of American shipping and products from western 
South America, for example, is thought to have contributed significantly 
to the growth of the Pacific Steam Navigation Company in the 1860s. 
United States, 49th Congress, 1st Session, Senate Report 941, pp. 63-64. 
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competition without the new, efficient, reliable steamers. Un- 
fortunately, when American shippers came to place orders for new 
ships, they found themselves boxed in by neo-mercantilist legisla- 
tion. Navigation laws denied American registry to foreign-built 
ships, and American shipbuilders charged higher prices than those 
abroad to cover the higher cost of American labor and materials. 
The materials cost more, in turn, because the American iron in- 
dustry was younger and more immature than the British, and 
because it was protected by high tariffs after 1862. 

To the great and loudly expressed dissatisfaction of American 
shippers, ship-builders, and merchants in general, European gov- 
ernments did not rest on these advantages but widened the gap 
between their merchant marines and that of the United States with 
generous annual subsidies, usually in the form of mail contracts. 
William E. Curtis, who devoted a great deal of attention to the 
subject, declared that Britain paid a total of $24,664,312 in sub- 
sidies to her Spanish American lines alone between 1862 and 1888, 
and that in the latter year she stood obliged by contract to pay the 
following mail subsidies: 


TABLE VII 
BRITISH MAIL SUBSIDIES PROMISED TO LATIN 
AMERICAN LINES, 1888: °° 


Steamer route Subsidy 
United Kingdom-United States £85,000 
New York-Bermuda 300 
United Kingdom-West Indies 90,250 
Belize-New Orleans 1,600 
Liverpool-Callao 11,500 
Liverpool-West Indies-Mexico 1,100 
Southampton-Brazil-Plata 5,500 
Panama-Valparaiso 3,500 


Other European trading rivals, declared Curtis, followed much 
the same policy. France had contracted to pay annual sums of 
$728,000 and $790,655 for shipping to South America and the 
Caribbean respectively, out of a total amount of over four million 
dollars. Germany subsidized the Hamburg American steamers 


53 Curtis, Trade and Transportation, pp. 145, 147. 
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running up the west coast of South America, and Spain paid sub- 
sidies totalling $1,458,820 in bounties and mail contracts to lines 
operating in the Western Hemisphere.”* 

Some steamship companies also received subsidies from the 
Latin American nations whose ports they served. In 1888 Curtis 
drew up what was at least a partial list of these subsidies: 


TABLE VIII 
LATIN AMERICAN SUBSIDIES TO FOREIGN STEAMSHIP 
COMPANIES, 1888: °° 


Country Annual subsidy Company receiving subsidy 
Mexico $420,000 Spanish Transatlantic Company 
30,000 Pacific Mail Steamship Company 
Guatemala 24,000 Pacific Mail Steamship Company 
10,000 Honduras and Central American 
Steamship Company 
El Salvador 24,000 Pacific Mail Steamship Company | 
Honduras 5,000 Pacific Mail Steamship Company 
7,500 Honduras and Central American 
Steamship Company 
Nicaragua 6,000 Pacific Mail Steamship Company 
10,000 Honduras and Central American 
Steamship Company 
Costa Rica 12,000 Pacific Mail Steamship Company 
Brazil 100,000 United States and Brazil Mail 
Steamship Company 
150,000 Red Cross Line 
168,000 Booth Line 
84,000 Robert N. Sloman New York and 
Brazil Line 


N.B. This table does not include Latin American subsidies to Latin 
American companies. 

For a few years before the Civil War the United States kept 
pace with Britain in subsidies, and J. E. Saugstad has computed 
that between 1847 and 1858 the American government paid out 
$7,150,000 to lines operating to Latin America.°° Under a new 
law of May 28, 1864, John Roach’s United States and Brazil Mail 


54 [bid., pp. 152, 155, 157. 

55 [bid., pp. 169-72. 

mF United States, Department of Commerce, Trade Promotion Service, 
No. 129. J. E. Saugstad, Shipping and Shipbuilding Subsidies (Wash- 
ington, 1932), p. 57. 
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Steamship Company received about $1,500,000 over a ten-year 
period for carrying the mails. At the same time the Pacific Mail 
Steamship Company received a total of $4,580,000 for its service 
to the Far East but apparently nothing for its Latin American trips. 
Unfortunately, the Pacific Mail subsidy had almost no perceptible 
effect on American trade with the Far East, and after charges of 
corrupt lobbying had resulted in a thorough investigation of the 
company during the second Grant administration, Congress re- 
pealed its subsidy laws in disgust and put an end to the policy.” 

The subsidies ended, but the arguments had scarcely begun. 
John Roach appeared before Congress in a vain effort to renew 
his mail contract to Brazil, and he continued to speak and to 
write pamphlets for mail subsidies throughout the 1880’s.°° A 
segment of the Republican party led by James G. Blaine worked 
for subsidies and for bounties to American shipbuilders. Others 
both in and out of Congress tried to secure the repeal of the 
navigation law denying American registry to foreign-built ships 
or lower tariffs on iron plates and other products used in ship- 
building. It is not the purpose of this article to distinguish among 
these clamoring pressure groups or to account in any detail for 
their failure. A cursory glance at Congressional debates during 
the 1880's suggests that they got in each other’s way most of the 
time, and that the rock-ribbed protectionists of the Republican 
party united in opposition to any concessions which might breach 
the high tariff wall, however slightly. In this battle between in- 
dustrialists and merchants the industrialists won, at least for their 
generation.” 

Thus, between 1880 and 1900, as the United States began to 
push its investments southward and gathered strength for a new 
era of political intervention in Latin America, the expansionists 


57 Zeis, American Shipping Policy, pp. 21-26. 

58 See, for example, John Roach, The American Carrying Trade, (New 
York, 1881). See also United States, 48th Congress, 2nd Session, House 
Executive Document 226, pp. 68-85, in which he relates his experiences 
with the Brazilian line. 

5° An excellent brief account of this controversy is Zeis, American 
Shipping Policy, Chap. III. A more extended account of the subject is 
John G. B. Hutchins, The American Maritime Industries and Public 
Policy, 1789-1914 (Cambridge, Mass., 1941), part III. 
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had to work without the invaluable aid of an enterprising,up-to- 
date merchant marine. The lack of adequate inter-American 
shipping apparently continued to hamper our trade, for in 1897 
Latin America accounted for only about 14.6 per cent of our 
exports and imports combined. This was not true of American 
investments abroad, however, for in the same year fully 45.0 per 
cent of them had found their way to Latin America. As for 
political intervention, the Spanish-American War and the pro- 
tectorate policies of Theodore Roosevelt, Taft, and Wilson were 
not greatly hampered by the enfeebled American merchant 
marine. As was suggested at the beginning of this article, it 
would seem that imperialism does not always mean merchant 
ships. 


6° Percentages computed from trade figures in Statistical Abstract of the 
United States, 1899, pp. 102-12; and from investment figures found in 
Cleona Lewis, America’s Stake in International Investments (Washington, 
1938), p. 606. They include Cuba and other West Indian colonies. 








Development, Scientific Pretension 
and the Need for a Policy 
of the Informed Neighbor 

By Pobrecito* 


Few contemporary issues excite nationalistic passions in many 
parts of the world as much as alleged foreign, and especially 
American, opposition to economic development. If some brand 
of macroeconomics is not employed, suitably extended or even 
distorted to fit a (usually pre-conceived) development pattern, 
there is resort to an explicit or implicit rewriting of history in 
an effort to “prove” the indicated allegations. “Passing the buck” 
in this fashion has almost become a mark of high respectability 
in several international institutions, among foreign government 
officials, and even in foreign halls of higher learning. Gradu- 
ate study in the United States on the part of the individuals 
involved does not seem to have made much difference, judging 
from a sample of observations made by the present writer— 
though the yield of such a sample probably reflects in part the 
glamor of the Keynesian protest of an earlier period and the 
correlative slighting of the true essentials of the American econ- 
omy and its growth processes. 

This paper concerns itself mainly with recent attempts to 
rewrite or gloss over some history—namely, a part that is con- 
nected with the name of Friedrich List—in an effort to ‘prove’ 
the anti-development sentiments of the United States. It may 





* The author is one of the most distinguished writers in the field of 
Inter-American affairs. Since this article represents his own views rather 
than those of the agency with which he is associated, it appears under 
a pen-name. 
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come as a surprise to many to learn that such sentiments are 
abroad in the world. But the record speaks for itself. No doubt 
the part with which we shall concern ourselves illustrates facets 
of the fundamental ingratitude* which prevails in many places 
after years of American generosity which is without historical 
parallel and every conceivable form of economic assistance for 
reconstruction and development. 

Our immediate attention will be devoted to a recent emotion- 
laden paper by a young Mexican author,’ which probably would 
not warrant comment by the present writer except for the fact 
that the document seems to reveal an outlook that is common 
among many Latin American intellectuals and that pervades a 
large part of the faculty of an influential Latin American insti- 
tution, the Escuela Nacional de Economia of Mexico’s National 
University.° 


The Charges. 


The position here being criticized—which, interestingly enough, 
appears in a journal called “Economic Research’—amounts to 
the following: 


1. List’s protectionist doctrines of over a century ago helped 
to create truly national industries in Germany under condi- 
tions similar to those prevailing in underdeveloped countries 
today. Thus Germany was transformed from a disunited group 
of states into an industrial nation and Britain’s main rival. 
The stature of List is great largely because of his contribution 
to the elucidation of nationalism. (p. 125) 


1 This is not to imply that a rich nation should expect positive and 
repeated manifestations of gratitude for its foreign aid and loan programs. 
But this is too large a subject to be considered here. To remark in pass- 
ing, however, perhaps the expressions of ingratitude are only the low- 
grade equivalent of Madison Avenue methods of making us “fall for” a 
childish brand of mendicancy. 

? Carola Ravell, ““Actualidad de las Ideas de Federico List,” Investiga- 

cién Econémica, First Quarter 1956, pp. 125-154. 
° In this connection, see also the same institution’s sponsorship of a purely 
propagandistic “study” of American views on American foreign invest- 
ment: La Ideologia Norteamericana sobre Inversiones Extranjeras, by 
Pablo Gonzales, 1955. 
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2. The German author, during his exile in America, fought 
for industrial development in his host country against “hard 
attacks” from the then-dominant and free-minded country, 
Britain. Today, however, America’s position, paralleling Eng- 
land’s in the previous century, is also antagonistic to the 
aspirations of the underdeveloped countries. (p. 140) 


3. Espousal of freer trade is ipso facto advocacy of a perma- 
nent “colonial” status for underdeveloped economies. It is 
also necessary to be wary of international agreements, such 
as the GATT, which are only instruments “for pressuring 
Latin Americans to eliminate their protective tariffs.” More- 
over, countries such as Mexico must realize that “industrialized 
nations * use international agreements to assure themselves 
supplies of raw materials, markets for their manufactures, and 
direct-investment outlets for their excess capital under con- 
ditions of absolute international security.”° (pp. 125, 140) 


4, The cosmopolitanism of Adam Smith was only a convenient 

device for spreading the British line against mercantilism, which 
however is doctrinally distinct from protectionism with its 
goal of ‘complete economic development.” (p. 139) 


*No doubt the author would limit the scope of this category to the 
capitalistic sector, judging from the quoted comments with respect to 
direct business investments. 

5 One is tempted to comment at length on “‘excess capital’ and ‘“‘abso- 
lute” security, but a few words will do. Is the American economy in 
foreign eyes everlastingly the economy of the depressed thirties? Are 
those who talk irresponsibly about “excess capital’ really unaware that 
the American economy is one which for over a decade has almost regu- 
larly been tight at the seams with inflationary pressure and thus one which 
faces the serious problem of trying to suppress some of the enormous 
demands of domestic consumption and investment without impairing sta- 
bility? Must Americans still tell their foreign friends that Keynes, if he 
were living (recall his posthumous paper in the Economic Journal, 1946), 
would be the first to say “nonsense” to writers in underdeveloped coun- 
tries who twist his views in Marxian fashion by seriously claiming that 
underdeveloped countries would be doing America a favor in taking aid to 
“maintain employment in the United States”’ ? 

And what, pray tell, is the purpose of talking about ‘‘absolute’”’ security 
for investments when this generation's record in various parts of the world 
reveals expropriations as such, limited confiscations by way of unreasonable 
utility rate regulations, seizures of oil properties, unilateral abrogation of 
canal franchises, and so forth? 
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5. A country which does not achieve economic independence 
by way of rapid industrialization leaves itself open to eco- 
nomic “subjugation” by strong countries and thus exposes 
itself to the “nullification of its nationality.” Underdeveloped 
countries need outside help, but not “in the form in which the 
United States pretends to ‘help’ effect the transformation of 
the economies of Latin America.” Rather, heavy protection, 
as advocated by List, is necessary to “assure ‘the existence and 
continuity’ of the nation as such.” (pp. 134-36) 


6. Bolivar’s Panamericanism and Roosevelt’s Good Neighbor 
policy are to be admired, not present-day American proposals 
respecting “international integration” by way of “free trade 
(librecambismo) as the absolute norm for the international 
economy.” (p. 138) 

7. Prebisch is right in arguing that the so-called advantages 
of the international division of labor are based on a false 
premise: namely, that the fruit of technical progress tends to 
be distributed equitably among nations collectively either by 
way of price adjustments or equivalent increases or changes 
in incomes. The falsity of the premise is “shown” by the 
small gains achieved on the periphery of the world economy 
as compared with the gains of the big countries. Industrializa- 
tion points the way out; indeed, “it is the only means at the 
disposal of the underdeveloped countries for capturing a part 
of the fruit of technical progress and thus progressively raising 
the living levels of the masses.” (pp. 191-2) 


An Appraisal. 


Zollverein. There is no point in going over the well-trodden 
ground of nineteenth-century protectionist writing and List’s 
admittedly important contributions thereto. Suffice to say that 
List has made a place for himself in German history by his cam- 
paigns in favor of Zollverein and the unification of Germany. 
But merely to recall the main events of the time is to show that 
the Mexican deduction does not necessarily follow—the historical 
unification of Germany offers only the roughest of parallels with 
the economic and political problems of today’s underdeveloped 
areas. There is not even much of a parallel in Central Amer- 
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ica’s incipient moves toward federation, perhaps the nearest 
counterpart to the German situation in the contemporary under- 
developed world: it will suffice to refer to marked differences of 
climate, people (mainly motivations and institutions), resources, 
religion, and economic distance from other production centers 
and paths of trade. 

America and Britain Compared. “Was Germany on the receiv- 
ing end of “hard attacks” from Britain during her formative 
industrial years? What is meant by “hard attacks,” other than 
verbal barbs from journalists who, like the contemporary column- 
ist, make a living from discussing all manner of tales, real and 
imaginary? It may be fashionable in some quarters to keep 
digging up decently buried falsehoods, but will persons other 
than the ill-informed be deceived thereby ? 

The fact is that Britain was moving to free trade while Ger- 
man political reunification was occurring and being consolidated 
and before Germany achieved a strong industrial position. There 
was as yet nothing akin to imperial preference. Most impor- 
tantly, Britain was initiating her vast overseas investment (with 
its immense benefits for humanity) and profitably busy in the 
great number and variety of world-wide operations associated 
therewith. 

Mexican writing thus is conjuring up ghosts rather than 
describing British history. As we shall see, the charges against 
America are no less flimsy. 

The Issue of Freer Trade. Many writers in underdeveloped 
countries view freer trade as a studied obstacle to graduation 
from “colonial” status economically. But this attitude is a mix- 
ture of confusions. Trade policy basically involves issues of 
resource use, as has long been known. To repeat some admittedly 
elementary principles, countries rich in raw materials, without 
much capital and sparsely settled with peoples possessing skills, 
do best to rely on imports of manufactures embodying resources 
which are relatively abundant in source countries. Similarly, the 
latter do best not to try to extract high-cost local raw materials, 
etc., thus making uneconomic use of home resources. But the 
ceteris paribus conditions do not remain everlastingly unchanged; 
in underdeveloped areas capital supply can and does expand, 
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lands become peopled, skills acquired, and local markets expand 
numerically and in terms of real income per head. More and 
more situations arise in new countries that offer minimum econ- 
omies of scale for local factory output; import substitution occurs 
“naturally,” though not to the extent that some people feel is 
justified in terms of emotional considerations of pride. More- 
over, local protection usually becomes available, hastening the 
process but, of course, at the risk of serious malallocation of 
resources if tariff and other relief is not provided in moderation. 


It may appear as an elementary point, but our foreign friends 
should remember that issues of protection are not confined, or 
even largely limited to, developed-underdeveloped country rela- 
tions. The international economist in the United States, for 
example, devotes most of his time and energy to the slow— 
sometimes exasperatingly turtle-paced—process of educating and 
re-educating his own public with respect to the elementary facts 
of life in the field of trade and resource-use. Progress is not 
only slow, but sometimes the clock is set back by reactionary 
developments. 

A Digression. The issue of freer trade and American aims 
related thereto seem to be misunderstood in a much more dis- 
turbing sense than that which has been indicated thus far. We 
refer in particular to some strong views of Castafieda’s, which 
are at best very debatable and at worst downright wrong.° 
This official of the Mexican Foreign Office also approaches the 
question of national policy choices in terms of the pervasive 
problem of economic development. A more rapid pace of growth 
requires “international cooperation,” which he feels “is only pos- 
sible in our time through the association of similar countries 
in larger economic units.” (p. 374) 

There is no denying that international cooperation for devel- 
opment is desirable, and even necessary. Incidentally, it is because 
this is so that the United States is assisting the process, by a 
number of very tangible measures. But must such cooperation 
take the form of economico-political arrangements membership 


® Jorge Castafieda, “Pan Americanism and Regionalism: A Mexican 
View,” International Organization, August 1956. 
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in which is restricted to the underdeveloped areas of a given geo- 
graphic region? It does, to hear Castafieda tell. Let’s check 
his reasoning: He regards the principle of non-discrimination as 
the opposite of international cooperation of the kind he envis- 
ages. But what is non-discrimination? It is “the spontaneous 
international division of work on a world scale.” (p. 374) This 
is supposed to be what the United States advocates, though I 
do not understand what the statement means. Actually, as should 
be known to people everywhere who profess to be well informed, 
it is nothing of the kind. I challenge Castafieda, or any one 
else, to demonstrate the alleged proposition by citing any ofh- 
cial United States government pronouncement on the subject, 
or the text of any international agreement to which the United 
States is a signatory. Non-discrimination is simply a part of the 
rules that are designed to shape the national application of pro- 
tective measures in order to minimize frictions based on inequal- 
ity of commercial treatment. For example, the unconditional 
most-favored nation clause is a non-discrimination device of 
old stamp. Provisions in the abortive ITO, the present GATT, 
the British Loan of 1946, the European Payments Agreements, 
and so forth, are other illustrations. Negatively, non-discrimi- 
nation is most certainly not what Castafieda believes it to be by 
approvingly citing G. D. H. Cole." This Brititsh writer, com- 
menting in connection with the U.N. Charter’s provisions regard- 
ing regional agreements, makes the following wholly untenable 
statement: “The United States, while reserving its right to enter 
into any arrangements it may please * with its neighbors on the 
American continent—or indeed elsewhere: witness the economic 
arrangements recently made with the Philippines—has been 
endeavoring to get the rest of the world to organize its eco- 
nomic affairs on the principle of ‘no discrimination,’ which 
means, in practice, mainly the right of free entry for American ° 


7 Cole, as a doctrinaire socialist, is hardly the appropriate source for so 
serious a charge about a basic tenet of American foreign economic policy. 
Castafieda is, of course, free to quote Cole, but it would be fairer to his 
readers if he had also cited an authoritative American statement. 

® Note the bias in terms of a colossus imposing terms at will, clearly a 
play to the emotions. 
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private enterprise into the markets of the world.” 

A second, even if minor, reason adduced in support of the 
idea of an exclusive economic bloc in Latin America is that 
North America is closer geographically to Europe than it is to 
“the most distant regions of South America.” This is supposed 
to show that there is a geographic basis for Latin regionalism. 
Has the idea of propinquity as revealed in school-boy atlases 
somehow escaped notice in all this? 

Thirdly, there is a more subtle distinction that is supposed 
to support the idea of regionalism based on an underdeveloped 
status. Castafieda does not deny the basic economic comple- 
mentarity of North and Latin America, but he claims that com- 
mon interests should prevail over complementary interests since 
the latter do not rule out basically opposing objectives among 
the parties. (pp. 375-6) He even goes so far as to assert that 
American economic interests are “basically in opposition” to 
Latin America’s. “ Latin America and the United States take 
Opposing positions, the result of antagonistic interests, on prac- 
tically all the important economic issues of our time: on the 
problem of trade parity, that is, on the very principle and on 
the methods to achieve a balance between the prices of raw 
materials and manufactured goods; on tariff policy; on methods 
of public and private financing for the economic development 
of underdeveloped countries; on the function and character of 
foreign investment in Latin America; even, at least to a certain 
extent in the case of Mexico and some other countries, on the 


®The principle is applied reciprocally, of course, unless one party 
expressly waives its rights (as the United States has done on more than 
one very important occasion, a fact which Castafieda should recognize even 
if he wishes to play it down). Even the qualification with respect to 
what is done “in practice’ is largely beside the point. To cite an import- 
ant Latin American export product, Venezuelan oil, reciprocity is a 
matter to which others attach real importance as far as “‘right of entry” 
into the U. S. market is concerned. 

Distortionist Cole also speaks mistakenly of “free” entry when he 
knows, or should know, that this is not what the principle of non-dis- 
crimination means. In view of the fact that most people in underdevel- 
oped countries know that many local industries are protected so that 
they may at least be able to take root, irresponsible talk of America 
demanding “‘free’’ entry hardly helps to improve international relations. 
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mutual function and importance of private enterprise and public 
resources as instruments of economic progress in our countries.” 
(p. 376) 

I submit that Castafieda is trying to make mountains out of 
molehills, though I do not deny that comments of his stamp 
will be well received in many quarters. A brief run-down 
of his claims will indicate what I mean. Notice that he elevates 
“trade parity” to front rank. But this is not a principle, not 
even in domestic affairs. Since I comment on this matter at length 
later on, I shall be brief at this point. Even in the field of 
domestic agricultural policy in the United States, parity is any- 
thing but a settled policy calling for any specific form of gov- 
ernment action—and it is a subject on which the professional 
specialists are in fundamental disagreement rather than accord. 
In this connection, it may be pointed out that the United States 
government has made purchases of Latin American metals for 
price-support purposes even though doing so involved stretching 
the stockpile concept a bit. On tariff policy, I need only remark 
that there is Article XVIII of the GATT, to which I also refer 
below. On public versus private financing of development, surely 
Castafieda knows that many if not most Latin American gov- 
ernments are formally on record as welcoming private investment 
even though they would prefer to have more public capital. 
(Though Castafieda speaks in this connection about “methods” 
of public and private financing, I will not comment on the 
latter but instead will give him the benefit of the doubt by 
assuming that he refers to the relative importance of the two 
kinds of finance.) Is it not stretching the point to argue that 
a preference for public over private foreign investment in most 
of Latin America is tantamount to a basic opposition of eco- 
nomic interests, especially when what is wanted is a greater 
total capital inflow into Latin America? I profess that I do not 
understand what Castafieda means by opposing positions taken 
with respect to “‘the function and character of foreign invest- 
ment in Latin America,” though I suspect he may be referring 
to the problem of financing national oil monopolies in such 
countries as Brazil and Argentina. This, of course, is a complex 
technical and economic issue that involves more than the func- 
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tion and character of foreign investment. Moreover, it is an 
issue that divides men and political parties within the affected 
countries themselves. Nevertheless, the issue is one of friendly 
differences rather than a reflection of truly antagonistic interests. 

To sum up: Castafieda misconstrues some basic elements of 
American foreign economic policy, exaggerates the extent to 
which the different Latin American economies have common 
problems and requirements in development per se (apart, of 
course, from the obvious desire to supplement local capital 
resources with foreign long-term funds), ignores the provisions 
of the GATT with respect to the special rules covering protec- 
tive measures that may be adopted by underdeveloped countries, 
and magnifies the differences of view with respect to the rela- 
tive roles to be played by foreign private and public investment. 

Mercantilism vs. Protectionism. This is another essentially 
sterile sector of the doctrinal landscape painted by Ravell. I 
merely wish to register a protest against the naive claim that 
protectionism is the road to “complete economic development.” 
Now, pray tell, what is the ‘complete’ variety? Who knows 
or really can have any clear-cut idea just what this means? For 
example, what Mexican of just a decade ago could have envis- 
aged the present structure of the Mexican economy? Has the 
nation’s textile protection served the country well, or have con- 
sumers paid a heavy price for the pace and quality of textile 
development? These are but sample questions reflecting the 
kind of issues that arise when there is heavy interference with 
the market mechanism—for that is what high protection really 
amounts to, in Mexico no less than in the United States. 

On Economic Independence. What are the grounds for mak- 
ing the serious charge that the United States impedes or inter- 
feres with other nations’ striving for economic independence? 
And what, concretely, is economic independence? Is the term 
only an indirect way of referring to the stale concept of self- 
sufficiency? When Mexico makes costly efforts to reclaim land 
for cotton production for export and thereby increases agricul- 
tural productivity, is the country becoming more or less inde- 
pendent economically? When men in the tourist trade engage 
in a variety of activities that yield returns well above those 
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available in alternative employments, are their activities contrib- 
uting to or subtracting from “economic independence”? If 
Mexico formerly imported all its lubricating oils and Pemex 
adds a modern American-type lubricating plant to its installa- 
tions, thus (eventually) freeing some foreign exchange for new 
varieties of imported capital goods, is the country becoming more 
independent? If economic independence conflicts with produc- 
tivity considerations, who is to choose between them? 


A word about the effects of United States help for economic 
development. Is the rather substantial long-term lending for 
social overhead capital formation “interference’’ in any sense, 
especially with local measures to achieve the non-economic some- 
thing called “economic independence”? Are technical assist- 
ance efforts by the United States, jointly with the local govern- 
ment, measures that “nullify nationality”? The campesino who 
is enabled to improve the strain of his animals, or who increases 
his corn yields as a result of technical assistance efforts sees 
only the nullification of practices the reform of which was long 
overdue, not a diminution of nationality. Any one who has 
worked with poor Latin American farmers who were benefiting 
from technical assistance efforts, and has observed them express 
gratitude for American activities which were transforming that 
part of the local economy from which they labored to eke out 
an existence, knows that if there is any feature of nationality 
that could have been in their minds it was probably not favorable 
at least to earlier local governments. 

Incidentally, it is high time that we explode the myth that 
agricultural improvement is not of coordinate importance with 
industrialization. It is not even less glamorous if that be of any 
significance. The simple fact that over half the people struggle 
to make a livelihood from the land, and have no short-run alter- 
native in the nature of the case, should be enough to dispel the 
notion that agricultural improvement is not worthy of the atten- 
tion of all who seek to accelerate economic development. There 
are, of course, several solid and well-known reasons why increas- 
ing per capita farm output will also redound to the benefit of 
every other sector. 
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The Good Neighbor Policy and Since. The charge under this 
heading is that contemporary American efforts to achieve “inter- 
national integration” by way of ‘‘free trade as the absolute norm 
for the international economy” are not in the spirit of Roose- 
velt’s Good Neighbor policy. What is the basis for the charge? 
Nothing even remotely resembling substantiation is presented 
in Ravell’s paper. 

The truth is that the so-called “integration” movement is 
nothing but a logical extension of the trade agreements program 
which was started by Roosevelt. What is really sought, as has 
been outlined time and again, is not multi-country integration 
in the functional or process sense, as understood in engineering, 
but the quite different matter of simple multilateralism in trade 
and payments. All manner of industrialization in undedevel- 
oped countries is consistent with multilateralism, as every econ- 
omist should know. After all, why overlook the extremely simple 
fact that early American tariff history records varying degrees 
of protectionism and industrialization with unadulterated multi- 
lateralism. 


And why draw the red herring of alleged American free-trade 
policy across the development trail? How can serious writers, 
who presumably follow the outlines of American trade policy, 
possibly charge that the United States is fighting a free trade 
battle at a time when the country is (1) engaged in escape- 
clause protectionism, now including “‘product-injury’” and not 
the more sensible “industry-injury” form (as a result of an 
amendment to the Trade Agreements Extension Act of 1955), 
(2) heavily subsidizing agricultural exports despite a tradition 
of opposition to foreigners’ export subsidization, and (3) cham- 
pioning the GATT with its virtual carte blanche for protection- 
ism in underdeveloped countries as spelled out in Article XVIII? 


The Terms of Trade Again. It is hardly to be expected that 
an attack on American foreign economic policy would omit ref- 
erences to the Prebisch line with respect to the licking which 
underdeveloped countries are supposed to take on the terms of 
trade. This line, of course, stands or falls on the strength of 
the statistical bases that are adduced in support of the charge 
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that peripheral *° countries enjoy only a small part of the fruit 
of technical progress. Unfortunately for the argument, primary 
commodities undergo little if any qualitative change over the 
years, whereas many manufactured products are subject to great 
qualitative improvement or are new articles that come out of 
the laboratories of the industrial nations generally after great 
expenditure of scarce energies and resources. 


There is another and more serious problem. Recent price 
research—on the part of the university scholar working without 
ballyhoo—has shown that the price statistics that are supposed 
to reveal a persistent long-term deterioration in the terms of 
trade of underdeveloped countries really show quite a differ- 
ent thing for much of the “long” period. We are all indebted 
to the University of Wisconsin’s Professor Ellsworth * for dig- 
ging into the record to point out something that should be the 
common property of Latin American economists, especially those 
from the River Plate—namely, the history of transportation and 
particularly of freight rates in the 19th and early 20th cen- 
turies. Ellsworth shows that for half of the claimed 60-year 
deterioration, the “easy research” process of mechanically using 
British import (c.i.f.) and export (f.0.b.) prices conveniently 
ignores the revolution in rail and ocean transportation. Spe- 
cifically, such “easy research” overlooks the fact that British c.i.f. 
prices (the underdeveloped countries’ “export’’ prices) reflected - 
much lower freight rates, so that a decline of such prices in 


10 This infelicitous term carries unnecessary emotive connotations and 
suffers from having the characteristics of a misleading catch-all net. For 
one thing, the countries involved are not peripheral in any real sense— 
geographic or functional. Venezuela, for example, is not peripheral to 
countries north or south of it as far as oil is concerned, and it is doing 
very well with its ‘poor’ raw material. Chile and Peru at one time 
possessed similarly “poor’’ raw materials. Moreover, unless users of the 
peripheral term watch out, it may boomerang in most unexpected ways: 
how would they like anti-Paulistas to exclaim indignantly against the 
“peripheral” status of Brazil apart from Sao Paulo; or what would they 
say if internal dissention developed because people complained of the 
position of “hinterland” Argentina (poor periphery!) versus the bulging 
capital city? 

11P. T. Ellsworth, “The Terms of Trade Between Primary Producing 
and Industrial Countries,” Inter-American Economic Affairs, Summer 1956. 
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relation to British f.o.b. export prices actually was consistent 
with a rise in the ratio of source-country primary product prices 
to source-country import prices, or, in other words, with an im- 
provement—rather than a deterioration as alleged—in the terms 
of trade of primary producers.” 

It is only for the second half of the 60-year period that Ells- 
finds statistical support for the Prebisch thesis. But Ellsworth 
hardly views this part of the record as one that can be of much 
comfort to Prebisch, since Ellsworth emphasizes—with Viner 
and most economists—that secular qualitative improvement * of 
manufactures can account for, or more than account for, the 
observed relative decline of primary prices. It may be incon- 
venient to some people who are anxious to ‘‘prove” a case, but 
men can compute and parade statistics until the shrimp begin to 
whistle and still not face up to the problem of product quality.” 

It goes without. saying, of course, that the demolition of the 
long-term thesis in no way implies that there is no problem of 
the terms of trade. Marked short-term price fluctuations are 
very real. And producer feelings about them are no less real— 
among Latin American producers no less than among American 
farmers. Primary producers may not know the formal economics 
of elasticity, but they know the practical effects of price fluctua- 
tions and the basic asymmetry of such effects—specifically, that 
income usually drops more after a given percentage drop in pri- 


12G. Myrdal, An International Economy, New York, 1956, pp. 222, 
231,, and 233, accepts much of the Prebisch thesis, but he recognizes that 
allowances for qualitative changes in industrial products presents a real 
problem (p. 231). This book came to hand too late for systematic 
consideration in this paper, but it is subject to many of the criticisms 
here made with respect to Ravell. In the present writer's view, it is 
hardly likely to clarify issues in international economic relations which 
involve the United States. Interestingly, the Spanish edition, Solidaridad 
o Desintegracién (a more apt title for the book than the English) appeared 
at the same time as the American edition: Mexico, Fondo de Cultura, 1956. 

13 That is, the record is stlent on the decisive non-measurable element. 
Incidentally, this is also a basic flaw in the recent work of C. P. Kindle- 
berger: The Terms of Trade, A European Case Study, New York, 1956. 

14 Strangely, Ravell fails to take note of a conclusion similar to our 
own that was set forth with some emphasis by Howard Ellis in the same 
Investigacién Econémica. See his “Es Posible Una Teoria del Desar- 
rollo?” Second Quarter, 1955. 










































' se Sve. oe ~ 


wv 


NEED FOR A POLICY 57 


mary prices than it increases after an identical percentage rise 
in prices. How to deal with such problems while preserving 
the market mechanism and minimizing interferences with trade 
should challenge us all. 


Needed: An Informed Neighbor Policy. 


The foregoing run-down probably represents a fairly typical 
list of economic issues in inter-American economic relations on 
which substantial differences exist among opinion leaders in 
Latin America and the United States. In most cases, as has been 
indicated above, Latin American writers hold untenable posi- 
tions, often with an emotional zeal that makes their views very 
contagious among fellow nationals. The anti-well-to-do bias— 
which also shows up in the United States, especially on a quad- 
rennial basis in our presidential elections, itself quite a commen- 
tary on our political ‘‘maturity’—manifests itself rather naturally 
in more intensified fashion on the international scene. This is 
clearly a factor that adversely affects American foreign relations 
and thus weakens the free world’s position vis-a-vis the red 
totalitarians. 


There will always be inter-American economic issues that will 
challenge men of good will north and south of the Rio Grande. 
Given the similarity of basic values among peoples of the Amer- 
icas, however, there is no reason why these issues cannot always 
be kept within tolerable limits and mutually satisfactory accom- 
modations made on the more pressing among them. On the 
United States side, this means principally that we must have an 
awareness of Latin aspirations and feelings that are rooted in 
economic matters, and really do some hard thinking to try to 
resolve issues by means that are consistent with our value 
structure. 

Our Latin American friends have some parallel responsibil- 
ities. Among them, especially at this juncture in history, is 
the need to measure up to some basic informational require- 
ments. For example, opinion leaders should know that, con- 
trary to the Marxian line, the United States does not normally 
possess resources that are surplus to effective demands, domestic 


and foreign. 
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We have an economy in which highly balanced private and 
governmental forces are at work to produce an impressive, even 
if only partly understood, economic dynamism. We have not 
had, and do not now require, positions of privilege in the world 
in order to maintain the momentum of national economic life, 
least of all at the expense of the underdeveloped world. On 
the contrary, our impressive record has been made despite the 
fact that most of the rest of the free world has, through import 
controls, carved out species of privileges vis-a-vis the United 
States. We remain steadfast in our view that such restrictions 
are against the long-run interests of those who impose and retain 
them, though we do nothing harsher than to engage in consul- 
tations about such matters. 

By and large, we are successfully fighting the battle for freer 
trade, though it is slow and occasional lapses admittedly are 
disturbing to the more internationally minded among us. We 
must fight recurring wild protectionist sentiments at home, and 
in good conscience urge our foreign friends to resort to pro- 
tection only in moderation, even if some really flimsy brands 
of development logic seem to dictate otherwise. After all, we 
too champion the GATT, with its Article XVIII. We too wel- 
come a strong drive toward import substitution when it makes 
economic sense—and there are increasing instances in which this 
is the case—and, moreover, there is a good record on this score 
in our direct investments, even if some people claim that we 
seek only oil, iron ore, and some other raw materials. 

We have already done, and will surely continue to do, much 
to further economic development. But this is an area in which 
far-sighted teamwork is necessary: it really promises develop- 
ments that tax the imaginations even of the most sanguine 
among us (largely, I suspect, because we seem to have become 
obsessed with the admittedly numerous problems and difficulties 
involved). After all, ponder one big fact: the mainland United 
States remains a world leader in important fields of primary 
production, even though we have achieved industrial pre-emi- 
nence. Why cannot most of the Latin American countries * 


15The nations in Latin America are becoming more economically 
heterogeneous by the year, a fact that has yet to be reflected in pro- 
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achieve pretty much the same thing, allowance being made for 
national differences in the resource-mix? Most of our thinking 
on these matters, though expressed in the language of dynamics, 
contains an inordinate amount of basically static reasoning coupled 
with we’re-stuck-in-the-old-groove pessimism. 

In short, we need a new emphasis which I would call by the 
descriptive but admittedly none-too-intriguing expression of An 
Informed Neighbor Policy. After all, isn’t this a rather straight- 
forward extension of the good neighbor policy? There are 
many satisfactions to be gained all round by accentuating the 
positive elements of a dynamic and far-sighted inter-American- 
ism—and minimizing efforts to probe for scapegoats. Institu- 
tions exist through which we may do the job, even though we 
may have to revitalize them before we can push ahead. Repair- 
ing the damage that has already been done is a ‘‘must.” It may 
seem unpleasant to some, but must we not face the fact that 
the men and international institutions who default on the éssue 
of truth in inter-American economic relations are aiding and abet- 
ting the Soviet imperialists when they too use the weapon of 
the enormous lie? 





nouncements made as if the area were something of an economic unity. 
All of us should face up to this, ECLA included, even if recognition of 
the fact would, superficially, spoil some views that implicity posit a 
bloc concept. 











Bolivia: An Exhibit of the 
Problems of Economic 
Development in 
Retarded Countries 


By J. Fred Rippy” 


I 


Violence shook Bolivia in September, but by month’s end the 
government of newly-inaugurated Hernan Siles Suazo seemed con- 
fident it had sufficient popular support to maintain itself in power. 
The President declared a nation-wide state of siege after armed 
rioters staged a hunger march in La Paz in which at least five 
persons were killed and scores injured. Mobs burned the plant of 
the official government newspaper, La Nacién, and the govern- 
ment-owned Illimani radio station, and did more than $1 million 
damage before police could break them up. Counter-attackers then 
sacked the Falange headquarters and the home of Oscar Unzaga 
de la Vega, leader of the opposition Falange Socialista Bolivi- 
ana. . . . Over 200 were arrested for participation in the riots, 
and Falange leaders sought asylum in the various Latin American 
embassies. . . . In protest against the burning of La Nacién . . 
workers led by Juan Lechin, head of the Central Labor Organ- 
ization, seized the plant of the shut-down opposition newspaper, 
La Razén. After an inventory of La Razén's facilities was taken, 
the Chamber of Deputies passed a law authorizing expropriation 
of the newspaper for official use, but at month’s end the bill 
had not been passed by the Senate. In the midst of the political 
upheaval labor chief Lechin suddenly resigned as Senate presi- 
dent, giving as reasons poor health and Senate failure to obtain 
a quorum. However, it appeared that the firm stand taken by 
moderate officials on . . . La Razdén’s expropriation was also 
a factor. 





* Professor of History, University of Chicago. 
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So wrote the editors of Hispanic American Report in a recent 
survey of the Republic of Bolivia.1 Economic conditions were 
likewise chaotic. Inefficient operation of the three big mining 
properties—those formerly owned by the Aramayo, Hochschild, 
and Patifio companies—political disorders, labor recalcitrance, 
confusion attending the redistribution of agricultural lands, 
drought, and unseasonable frosts had caused scarcities that had 
resulted in tremendous inflation. The boliviano, which had been 
pegged at 190 to the United States dollar a few years before 
was selling in the free market at 11,000 to the dollar. Savings 
of the small middle and upper classes were melting away. 
Wages of the workers, though raised repeatedly, were not keep- 
ing pace with the rising costs of living. Farmers, planters, and 
ranchmen, whether white, mestizo, or Indian, were withholding 
their produce from the town and city markets. The government 
of the United States, operating under the law of 1954 (Agricul- 
tural Trade Development and Assistance Act), and the “‘Vol- 
untary” Relief Agencies of this country, under authority of other 
legislation, were offered an opportunity to expand their pro- 
grams of global benevolence and dispose of larger quantities 
of the agricultural surpluses that plagued politicians and crowded 
the storage spaces of the Commodity Credit Corporation. Bolivia 
was on the dole. 


In fact, Bolivia had been on the dole for several years, and 
particiularly since the ‘‘reform’’ party, the National Revolution- 
ary Movement, seized the government in April, 1952, under 
the leadership of Victor Paz Estenssoro, Juan Lechin, and Her- 
nan Siles Suazo. Taxpayers of the United States were financing 
most of Bolivia's relief. Grants made by the Washington gov- 
ernment to Bolivia during fiscal years 1946-1956 totaled some 
$49,576,000; Exim Bank credits utilized by Bolivia during the 
same period aggregated $41,465,000. The grand total was ap- 
proximately $91,041,000 for a country with a population of 
about 3,500,000. For fiscal years 1953-1956 grants amounted 
to $45,573,000 and credits utilized added up to $10,111,000, 
making a total of $55,684,000.* In addition, the United States 





1 September 1956, pp. 440-441. 
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government was supporting the Bolivian mining industry, includ- 
ing the mining properties of the Big Three seized by the Bolivian 
government in 1952, by the purchase of tin and other materials, 
said to exceed its needs, for its stockpile. Expenditures for these 
during fiscal years 1953-1956 were probably in the neighbor- 
hood of $105 million. Yet Bolivia seemed to be in a sadder 
state in 1956 than in 1952. The United States was paying for 
the programs and the mistakes of Bolivia’s political and labor 
leaders who were trying to follow in the footsteps of the poli- 
ticians and labor bosses of Mexico, especially during the years 
when Cardenas and Lombardo Toledano were dominant and 
when the Mexican workers and peasants were armed to defy and 
intimidate the regular armed forces. Mexico eventually weath- 
ered the storm and attained approximate political stability if 
not economic prosperity. But it would be hazardous to predict 
that Bolivia would eventually match Mexico’s achievement. 

Many and various factors would determine Bolivia's future: 
education, health, and birth rate; efficiency in production, im- 
provements in transportation, and honesty and prudence in gov- 
ernment; labor-management relations and prompt creation of a 
climate favorable to investment of both native and foreign capi- 
tal; world demands for Bolivian minerals and metals; continua- 
tion of grants and cheap loans from the United States; con- 
tinuation in even larger measure than heretofore of technical 
aid by the United Nations and its affiliated agencies; the atti- 
tude and activities of the Aramayo, Hochschild, and Patifio 
interests who had been deprived of their properties without any- 
thing like adequate compensation; and probably several others. 
During all the long years since the Spanish Conquest, perhaps 
during the preceding Inca epoch, and during the century and 
a quarter since independence, Bolivia had not been a happy and 
prosperous country; and it would be folly to expect the eradi- 
cation of age-old evils within a decade or so. 

Recent reports by the agencies, foreign and domestic, dealing 
with problems of education and health in Bolivia indicate some 





2 These figures have been compiled from data published by the Depart- 
ment of Commerce, Office of Business Economics. See its Foreign Grants 
and Credits, a quarterly, 1953-1956, 
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improvement in recent years. Alcoholism, however, was still 
prevalent among the masses, the birth rate showed no tendency 
to decline, and almost nobody denied that production had sagged 
since 1952 in spite of efforts to prevent it by some Bolivians 
aided by numerous “experts” from both the United States and 
the United Nations. Two or three highways had been completed 
and several new roads were under construction, but the prob- 
lem of maintenance had not been solved. Many felt that the 
reform government was neither honest nor prudent, and it may 
be that they were not mistaken. Labor-management relations 
were unbalanced, partly because the government was more dis- 
posed to placate workers and retain their support than to con- 
duct government-owned business at a profit or create conditions 
favoring the successful operation of private enterprise. Although 
a few foreign corporations were revealing an interest in Bolivian 
petroleum, gold, and industrial metals, the atmosphere was filled 
with distrust and suspicion and markets for tin, zinc, tungsten, 
and other such commodities were becoming less favorable. The 
Bolivian tin industry, in particular, was having difficulty in find- 
ing ready outlets for its relatively expensive output derived from 
low-grade ores. But assistance from the United States—both 
direct and indirect, through the Organization of the American 
States and the UN and its subsidiaries—probably would increase 
rather than taper off. For nothing short of a revolt of Amer- 
ican taxpayers could remove Bolivia from the benevolent list of 
beneficiaries, and the leaders of the two major parties of the 
United States were in such complete agreement regarding expen- 
ditures to contain Communists and maintain high prices that 
the taxpayers of this country appeared to be utterly helpless in 
their hands. In fact, such of them as were profiting by extrava- 
gant government spending would probably vote for its continu- 
ance. As for the Big Three tin companies, it seemed unlikely 
that they would ever recover their mining properties or receive 
full payment for them unless the United States indirectly sup- 
plied the means of compensation. The small sums which the 
“reform” government was setting aside for that purpose were 
hardly sufficient to pay a meager rate-of interest on the invest- 
ment, and no agreement had been reached on the value of the 
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holdings that had been taken from them. In view of these facts, 
therefore, it seemed reasonable to expect that either a fairly 
just settlement would have to be made or else these investors 
would continue to harass the government by every means in 
their power; and, moreover, they would probably be able to find 
supporters among Bolivians whose savings were being destroyed 
and whose means of subsistence were being wiped out by Bolivia’s 
runaway inflation.’ 


II 

It is possible, as some writers assert, that Bolivia’s greatest 
handicaps are a very unfavorable heritage of physical environ- 
ment and a wretched state of mind. The climate of most of 
the country, as nearly everybody knows, is too cold or too wet, 
too wet or too dry, and the terrain is either too high or too 
low. The great majority of her people live on the lofty plateau 
or in the upland valleys and are loath to settle in the eastern 
lowlands where they think that they would suffer from heat, 
flood, drought, and loneliness, and where they could only expect 
to be reduced to subsistence farming and stock-raising, in all 
probability, for the rest of their lives. Nor would it be easy 
to induce immigrants from foreign countries to come in and 
develop this part of the national domain, since most of them 
would be people accustomed to a better mode of existence. Hith- 
erto, all efforts to colonize these extensive lowlands, soggy in 
the north and arid in the south, have achieved small success, 
and it was not unlikely that more failures lurked ahead. In any 
case, the future of these regions must depend mainly upon the 


8 The information summarized in this long paragraph has been gleaned 
from sources too numerous to cite here. But consult especially the hear- 
ings of Congressional committees dealing with mutual aid and the fol- 
lowing works: Olin E. Leonard, Bolivia: Land, People, and Institutions 
(Washington, D. C., 1952); Harold Osborne, Bolivia, A Land Divided 
(London, 1955); and Carlos Victor Aramayo, Memorandum sobre los 
problemas de la industria minera de Bolivia (n. p., 1956). First pub- 
lished in 1947, Aramayo’s Memorandum dwelt on the enormously diffi- 
cult problems of the mining industry in Bolivia and the mistakes of 
recent governments, and forecast the distressing events of the decade that 
followed. See American Metal Market, November 3, 1956, for a sum- 
mary of a report by the firm of Ford, Bacon and Davis on the inefficiency 
of government mining operations in Bolivia. 
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prosperity or poverty of the western highlands, since hardly any 
other markets would absorb their produce, except impoverished 
Paraguay, a few settlements in northwestern Argentina, and the 
scattered population of western Brazil. Bolivia has valuable 
natural resources almost everywhere, although they are probably 
not so rich as many Bolivians suppose and as some Bolivians 
would have the rest of the world believe; but their extraction 
and distribution would continue to be a baffling enterprise because 
of climate, topography, and distance from foreign markets. 

A nineteenth-century writer once described Bolivia as a “beggar 
sitting on a throne of gold’”—and thus penned a very damaging 
half-truth, injurious because the description stuck in Bolivian 
minds and tended to deform their mentality, creating envy, self- 
pity, and the conviction that they could not master their fate 
because they were the victims of a few shrewd and ruthless 
Bolivians and foreigners who prevented them from recovering 
from the poverty that afflicted the nation at the end of the 
colonial period. Alcides Argiiedas, a Bolivian historian and 
novelist, published shortly after 1900 a book entitled Sick People 
in which he dwelt upon both the physical and the mental mala- 
dies suffered by his countrymen. They continued to suffer from 
those maladies in subsequent years, but their mental troubles 
were probably worse than their physical ailments. 

The ideology of Karl Marx became one of their worst afflic- 
tions. Most Bolivians did not read Marx; in fact, from seventy- 
five to eighty per cent of them were illiterate. But literate or 
illiterate, large numbers of them became familiar with the Marx- 
ist dogmas. In October, 1955, technicians in Bolivia began their 
discussions with junketing Congressmen from the United States 
with some pertinent remarks about this malady. The counsellor 
of the American Embassy told them that labor leaders who “par- 
ticipated in the revolution [of 1952} . . . were largely motivated 
by Marxist ideology.” A cultural affairs officer said: “I want 
to review very rapidly . . . the longstanding and deep infiltra- 
tion of the Marxist thought pattern in intellectual and labor 
circles here. . . . They have been brought up on the class struggle 
and Lenin’s theory of imperialism as.the last stage of capital- 
ism ...; SO... we are starting out on a very intensive program 
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of educational exchange.” The chief of the United States Infor- 
mation Service in Bolivia declared that this ideology was some- 
thing that his organization was making an intense effort to cor- 
rect: “We go after them in the motion picture showings. We 
have projectors and projectionists in all the mining areas. We 
have mobile units that go into some of the mines. Motion pic- 
tures are one thing that an illiterate person can understand. Since 
not all the miners speak Spanish we are making sound tracks in 
Quechua and Aymara.” Responding to a question by Congress- 
man Porter Hardy about the use of the radio, he continued: 
“You can’t use one big station to cover the country; you've got 
to use little stations. You can’t use only Spanish; you have to 
put on your programs in Indian dialects and . . . you've got to 
put on programs when the . . . villages have their power on. . . 
The generators are turned on only when it gets dark.” Asked 
about the availability of receiving sets in Bolivia, he replied 
rather vaguely that the number was “‘very small.” * 


A conference assembled by Columbia University late in 1954 
to discuss the subject of ‘‘Responsible Freedom in the Americas” 
witnessed an exhibition of the mentality of a Bolivian intellec- 
tual named Fernando Diez Medina that almost caused apoplexy 
among some of the Foundation and business executives in the 
audience when they heard the following intemperate remarks: 


For many years [the United States} . . . has allowed the 
rapacity of its bankers and businessmen to undermine 
friendly coexistence with our nations through the exploi- 
tation of our human capital and the unfair seizure of the 
raw materials of the weak. . . . Unfortunately the United 
States has done nothing to counteract fifty years of pene- 
tration of a colonial type on the part of its own investors, 
who have taken advantage . . . of the low living stand- 
ards of the South American worker, nor to improve the 
hostile psychological reaction this industrial exploitation 
has engendered in the nations to the south. . . . Does the 


* House Committee on Government Operations, 84 Cong., 1 Sess., 
Hearings (October 1955): “Technical Assistance and Related Activities 
in Latin America,” pp. 384-388. 
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United States know . . . whether its investors have inter- 
vened in internal politics, overthrowing or bringing to 
power governments, dominating the emerging national 
economy by the weight of their monopoly on the pur- 
chase of raw materials? 


Probably referring to his own country and the revolution of 
1952, Diez de Medina declared that revolts in Latin America 
were sometimes “‘an incensed anti-imperialist protest against that 
form of capitalism which treats free peoples like colonies.” ° 

The mental condition of the Bolivian party leaders and chiefs 
of political factions may be illustrated by quotations from their 
recent platforms. The platform of the dominant party, the 
National Revolutionary Movement: ‘““We demand the support 
of all in doing away with the great private monopolies and put- 
ting all smaller enterprises in the hands of Bolivians exclusively.” 
Platform of the Party of the Revolutionary Left: “The govern- 
ments [of Bolivia} are kept in power by the mine-owners and 
the agents of imperialism. If by exception a government comes 
to power which opposes their interests, it is quickly overthrown 
on orders from Paris, London, or New York. . . . Our program 
cannot be fully carried out until a new type of state has been 
created which is . . . the expression of the interests of the 
oppressed classes, that is to say, nine-tenths of our people.” 
Platform of the Workers Revolutionary Party: “Indo-America, 
and with it Bolivia, has been unable to govern itself . . .; its 
nations have lost their political and economic sovereignty, and 
have become reservoirs of basic materials and a market for North 
American products. All this has been achieved by imperialism 
through its financial policies . . . buying in the open market the 
oligarchies that govern us, which have sold out to imperialism 
and could not stay in power if it were not for the economic sup- 
port they receive.” Platform of Juan Lechfn’s Federation of 
Mine Workers: “To the miners class struggle means . . . the 


5 Angel de Rio, ed., Responsible Freedom in the Americas (New York, 
1955), pp. 45, 48, 54, 98. The last reference is to the excitement aroused 
by this Bolivian’s assertions, which were cofidemned as both erroneous 
and lacking in gratitude. 
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struggle against that sector of Yankee imperialism which is our 
oppressor. . . . It is a farce to speak of democracy [in Yankee- 
land} when the United States is controlled by sixty families, 
and when those sixty families live like leeches on the blood of 
semi-colonial countries like ours.” That some of the intellec- 
tuals are afflicted by the disease which preys on the workers 
and politicians is indicated not only by the utterances of Diez 
de Medina; it is also revealed by the following quotation from 
the University Federation of Bolivia: “Yankee imperialism, im- 
plemented by the political piracy of the dollar, has made itself 
the political overlord of the semi-colonies of America. Bolivia 
and the other Latin-speaking colonies of the continent are mere 
factories for imperialism. . . . Imperialism began by buying the 
governing oligarchies, which, without this economic backing, 
could not have remained in power.” ° 


Il 

That liberals and humanitarians in the United States some- 
times share the sentiments of these radical Bolivians is indi- 
cated by remarks made in May, 1955, in the course of hearings 
by the Senate on the Mutual-Security Bill. Senator George Ai- 
ken of Vermont: “Up until the time they nationalized the tin 
mines, the people of Bolivia were getting nothing at all out of 
that tin . . . a few people living outside the country got every- 
thing and left nothing at all for the people who lived there.” 
Edward J. Sparks, acting assistant secretary of state for Latin- 
American Affairs: ‘That is correct. I have never seen living 
conditions so deplorable as they are in Bolivia among the Indian 
population. . . . Simén Patifio, the old Bolivian, developed the 
tin mines . . . and then went abroad . . . living in France. He 
spent a short time in the United States . . . [where} he organ- 
ized . . . the Patifio Mines Consolidated. . . . It was a Delaware 
corporation . . . organized for a part of his operations in Bolivia.” 
Senator Hubert Humphrey of Minnesota: “I hope they [the expro- 
priated companies} haven't gotten a nickel back. . . . We have 


6 These platforms are all quoted by German Arciniegas in his State of 
Latin America (New York, 1952), pp. 129-138. He does not include 
dates for some of them, but they were adopted during the years 1946-1951. 
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the wrong people in jail.’ Secretary Sparks: “It has always 
struck me as very indicative that this man Sim6n Patifio started 
without a cent in his pocket and became almost the second rich- 
est man in the world.” Senator Humphrey: “Is he in jail now?” 
Secretary Sparks: ‘‘He is dead. His son lives in Paris. He has 
been in the newspapers and social columns, mostly.” Senator 
Humphrey: “Every time we hear of something that has gone 
wrong, the people behind it are at the French Riviera living off 
the fat of the land. If it is a Delaware corporation, that means 
we are in it too... . I want to know why our government has 
not looked into this.” ’ 

Journalists of the United States, wittingly or unwittingly, often 
join the Bolivians in their lamentations of self-pity. Late in 
1956, for example, Robert J. Alexander, forgetting that profits 
from traffic in tin come from the pockets of foreign purchasers 
as well as from mines in Bolivia, wrote: ‘For half a century, 
these tin companies had drained untold riches from the nation, 
leaving little behind.” * 

At the other extreme is journalist Willmoore Kendall who 
wrote at the same time of Bolivia's ‘twin demons of unreason- 
able resentment and unassuagable self-pity,” predicted the early 
demise of the Paz Estenssoro-Siles Suazo régime, and denounced 
the State Department of the United States for its financial sup- 
port of this radical “Left.” “It cannot contribute to the welfare 
of the Bolivian masses,” Kendall declared, ‘‘or cope with the 
problems of the Bolivian economy, because resentment, unlike 
rebellion, can only destroy.” ° 

The MNR’s real creator . . . was the Spanish poet who 
with the phrase “Bolivia is a beggar seated on a throne 





7 Senate Committee on Foreign Relations, 84 Cong., 1 Sess., Hearings 
(May 1955): ‘Mutual Security Act of 1955,” pp. 300-301. Antenor 
Patifio, Simén Patifio’s son, published a letter 7 protest addressed to 
Acting Secretary Sparks and sent me a copy along with a short sketch 
of the career of his remarkable father, who died in 1947; the first was 
published in Mexico City in 1956 and the second in New York in 1950. 
The long residence of the Patifio family abroad was probably motivated 
in part by business activities in connection with tin refineries and market- 
ing agreements with British investors in Malayan and African tin mines. 
® The New Leader, October 15, 1956, p. 9. 
® National Review, October 6, 1956, pp. 12, 13. 
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of gold” has managed to capture—and poison—the minds 
and hearts of the politically active elements of the Bolivian 
population. For the sentiment the phrase triggers . . . 
is: “Ah! see the misery we have endured!” . . . All this 
is, of course, quite mad from the standpoint of sound 
economics and politics; but my point is that in order to 
grasp the Bolivian problem we must understand that we 
are dealing with madness. If Bolivia’s tin industry has 
been a curse rather than a blessing to Bolivia, if Bolivia 
is more the beggar today than she would have been with- 
out her throne of gold, the reason . . . has nothing to 
do with the sale of Bolivian tin to the United States, or 
with anything remotely describable as “exploitation” from 
outside. These things [these sales abroad, these market 
manipulations of the Tin Cartel} have, on the contrary, 
accounted . . . for a veritable flood of imports that Bolivia 
would not otherwise have had and that only a madman 
would regard as having impoverished her. They did, 
however, create incipient bad habits that have now become 
endemic. For one thing, not moving off that throne to 
develop the agriculture and industry that might have 
produced the goods that might have replaced all those 
imports. Again, levying upon the proceeds of the tin 
industry for governmental purposes without regard to 
the effect of the levies upon capital formation. Still again, 
indulging in more —and far more expensive — govern- 
ment than the nation could afford. And, finally, tak- 
ing it for granted that the world somehow owes Bolivia 
a living. 

Bolivia has become Point Four Paradise; seventy Amer- 
ican ‘‘technicians’” have descended on Bolivia like a swarm 
of locusts, chirping the credo of what Toynbee calls the 
nineteenth-century religion of Technology. The techni- 
cians . . . never had it so good. 

What makes the Bolivian case hopeless, and ought to 
be worrying the State Department, is . . . the absence 

. . of a Right, and of the political and economic and 
moral ideas a Right would, if it existed, enunciate, and, 
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above all, of the institutions upon which other societies 
depend for the custody, development, and perpetuation 
of these ideas. . 


What ought to be worrying Americans in general (i.e., 
non-bureaucrats), and what begins to make the American 
case look pretty hopeless too, is the State Department 
itself, and its notion that if you wish to accomplish some- 
thing abroad you work through those who believe you can 
get something for nothing . . . that is, through the Left 

. .—which ends us up keeping in power, as we have 
been doing in Bolivia, a government that defies American 
standards of public morality. And, finally, Americans 
ought to be worrying about Congressmen and Senators 
who vote . . . the funds with which to inflict such idiocies 
upon the outside world. 


Alexander views the MNR—Movimiento Nacional Revolucio- 
nario, ot National Revolutionary Movement—with enthusiasm 
infused with fear that the forces which it has unleashed may 
prove uncontrollable. He describes it as the “most important 
social movement in Latin America since the Mexican Revolu- 
tion forty years ago.” Enumerating its achievements, he writes: 
“It established universal adult suffrage, nationalized tin mining, 
launched an agrarian reform, and began a large-scale educational 
program. . . . In addition to these social changes, the MNR 
government launched a program of economical development . . .: 
extensive road-building, raising agricultural productivity in the 
highlands, developing the vast agricultural resources of the almost 
untouched eastern half of Bolivia, harnessing the country’s vast 
hydroelectrical potential, expanding the hitherto small petro- 
leum industry.” But: *° 


The fact is that Indians and miners who support the 
Government are armed . . . [and} should there be an 
uprising in La Paz or some other city, armed militiamen 
might well descend upon the town. In that case, there 
could easily be a race war between the Indian peasants 





10 Op. et loc. cit., pp. 9-10. 














BOLIVIA: AN EXHIBIT 73 


and the white and mestizo city people, leaving scars from 
which the country would not recover for decades. 


A revolt would thus put an end to the peaceful devel- 
opment of the Bolivian Revolution. This would be dis- 
astrous not only for Bolivia but for her neighbors—which 
have similar problems—and the whole fabric of Inter- 
American relations. 


Kendall, in sharp contrast, could see no virtue in the MNR 
and only calamity over the Bolivian horizon: ™ 








11 Op. et loc. cit., p. 13. 


The tin mines, which to begin with have virtually ex- 
hausted their workable ores, must from now on yield 
progressively less income because of progressively dete- 
riorating equipment and inadequate exploration. The 
land reform has plunged the nation’s agriculture into a 
mess from which it cannot possibly be extricated in time 
to affect the present government's longevity. The infla- 
tion has already created inequities and resentments that 
would remain even if the currency were stabilized. More 
important still, the general population know that pres- 
ent food shortages are due, in considerable part, to the 
fact that the MNR has used allocations of food imports 
as rewards to its favorites—who have proceeded to sell 
large amounts of them abroad. And finally, the govern- 
ment will not even consider the one measure that could 
. . . put the mining industry back on its feet, namely: 
invite the old mine-owners, who have the capacity and 
the know-how to operate the mines, to return to Bolivia. 
The post-blood-bath regime—its probable leader is Oscar 
Unzaga de la Vega—will not, alas, differ on any crucial 
point from the present one. While he would attempt, 
he says, to find a “foreign private enterprise” that would 
come in and operate the mines, he has no ready answer 
to the question, ‘“Why should such an enterprise be will- 
ing to take the risk of expropriation by some future 
government?” He would solve the food problem—the 
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essence of which is a curious refusal on the part of 
peasants to move to the areas where there is fertile land— 
by “immigration from abroad.” He would stop the infla- 
tion by setting up a stabilization board, for whose opera- 
tions, however, he would hope to enlist American aid. 
He too, in other words, thinks that the world somehow 
owes Bolivia a living. 


What conclusions should a mere historian venture regarding 
Bolivia’s recent past and what predictions should a mere his- 
torian risk in respect to Bolivia’s future? It is too early to haz- 
ard a positive statement regarding the long-run objectives of 
Paz Estenssoro, Lechin, and Siles Suazo. Time, one of the best 
friends of the historian, will have to reveal the truth if the 
truth is ever to be disclosed. Until it is laid bare by the years 
to come, silence seems to be the best policy. Politicians of Latin 
America, like some politicians everywhere, have often deceived 
historians as well as the people. How frequently have histor- 
ians, in Latin America as well as in the United States, assumed 
that revolutions in countries to the south were humanitarian 
movements designed to ferry the people across the last river 
that separated them from Utopia, only to be compelled later 
to revise their texts! Although this writer hopes his pessimism 
on this subject is not beyond redemption, he must confess that 
he has been fooled too often to venture into the realm of prog- 
nostication. He almost regrets that he has already guessed that 
the Aramayo, the Hochschild, and the Patifio interests will never 
recover their property and that the United States government 
will increase rather than curtail its economic and technical aid 
to Bolivia. But let those predictions stand. A new Atlas seems 
to have taken the place in this skeptical age of the old Atlas 
in the mythology of primitive peoples. 


The Economic Policy Revolution 


in Latin America 


By Pedro C. M. Teichert* 


One of the main characteristics of present-day Latin America 
is its rapid rate of growth and its frantic effort to industrialize. 
But even more important is the fact, that Latin America is con- 
sciously trying to develop its economy for the benefit of its own 
people. This is a change in attitude that found its expression 
in an economic policy revolution that has now spread over most 
of Latin America. . 


At the end of the 19th Century a wave of development engulfed 
Latin America, encouraged by the ideas of positivism and of 
such groups as the Cientificos in Mexico, of whom Porfirio Diaz 
was the best representative. With the help of foreign capital 
the material improvement of the Latin American republic was 
to be achieved. If only Europe and its material progress could 
be imitated, all would be well for Latin America. Railroads 
were built, telegraph lines laid out, ports improved and public 
utilities were built. 


But all these improvements served only the purpose of better- 
ing the already existing economic system—sometimes referred to 
as “economic liberalism.’” The landed estates, together with 
foreign mining companies, and other investors, exploited the 
Latin American nations in order to sell their output abroad. 
The proceeds were then spent on imports from industrialized 





* Dr. Teichert is Assistant Professor of Economics at Michigan State 
University. This article was prepared for the Latin American Research 
Society at the University. 
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nations, or in the case of the mineral producers, the profits 
remained abroad. 

In this scheme of things there was no place for the common 
man in Latin America. His fate grew worse as living stand- 
ards were pressed to and below the subsistence level. Foreign 
capital and the landed estates exploited the national economies 
in following the doctrine of Laissez Faire. 

The Mexican Revolution of 1910 was nothing but a reaction 
to this state of affairs. It was the uprising of the peon demand- 
ing a new social order, with an economic orientation toward 
national economics and away from internationalism. It was 
also the first reaction against ruthless foreign exploitation. 

The living standard of the Mexican rural masses was des- 
perately low before the 1910 revolution. Fora a period of over 
156 years, 1792-1908, monetary wages had remained stable in 
Mexico. Daily wages for agricultural labor varied between 25 
and 30 centavos. On the other hand, in 1908 as compared to 
1792 the Mexican peon had to pay almost 6 times as much for 
beans and three times as much for corn. Corn and beans, of 
course, constituted his principal diet. 


Table I 
MEXICAN COST OF LIVING SAMPLES 1792-1891* 
per cent 
1792 1891 1908 increase 
Corn per hectoliter_.......... 1.75 2.50 4.89 179 
Rice per 100 kilos............ 7.60 12.87 13.32 75 
Flour per 100 kilos.......... 2.71 10.87 21.89 711 
Wheat per 100 kilos........ 1.80 5.09 10.17 465 
Beans per 100 kilos......... 1.63 6.61 10.89 565 
Chile per 100 kilos............ 26.08 27.13 57.94 123 


* Source: Eyler N. Simpson, The Ejido-Mexico’s Way Out 
(Chapel Hill: North Carolina Press, 1937) p. 37. 
Uruguay, at the same time that Mexico violently revolted, set 
out to reform its economy in a more peaceful way. It became 
the leader or guiding example of the new economic policy revo- 
lution in Latin America, and still is at the vanguard today. Such 
countries as Argentina and Brazil were only shaken in theit 
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confidence in international liberalism after their economies faced 
complete collapse during the world wide depression of the 
1930's. Other Latin American republics started economic reforms 
after World War II, some being done with the help of foreign 
missions and under such programs as envisioned by Point IV, 
or some of the international organizations of the United Nations. 

With this background in mind, it might be interesting, there- 
fore, to ask the following questions: (1) Why did Latin Amer- 
ica follow a policy of Laissez Faire economics during the 19th 
Century, and (2) Why didn’t this policy benefit the raw mate- 
rial producing areas of the world to the same extent it benefited 
the development of the great industrial powers of the 19th Cen- 
tury? (3) Finally, when and how did Latin America react to 
the inequitable distribution of the benefits derived from a sys- 
tem of world wide trade and minute geographical specializations 
as it existed in the 19th Century. 


The Laissez Faire Period: 


Though the 19th Century was pre-eminently a period of devel- 
opment, there evolved no basic theory for such a process, and 
it was not recognized that there could be any fundamental dif- 
ference between the development of an industrial and agrarian 
country. Furthermore, since 19th Century development radiated 
primarily from the North Atlantic nations, it is not surprising 
that the economic ratiocinations of the period should be a phase 
of the theory with which those nations emerged from the mer- 
cantilist period. Reduced to its simplest terms, international 
economic theory was built on a Laissez Faire base with free 
trade and comparative cost, as its practical policy postulates. 


The principle of the international division of labor also fitted 
very neatly into the productive pattern of the 19th Century 
world. Europe, having found a lucky combination of iron and 
coal, the basis for the industrial revolution, started to develop 
manufacturing, while Latin America, as well as all the other 
underdeveloped areas of the world, supplied it with agricultural 
raw materials and food. Historically the Latin American region 
has been a supplier of food, agricultural and mineral raw mate- 
rials, ever since the discovery of New Spain. The breakdown 
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of mercantilism and the achievement of political independence 
for Latin America only meant that profits could be kept by the 
individual producers, who now could buy and sell wherever and 
whatever they wanted. Formerly this choice was made by the 
mother country which also kept most of the proceeds by levying 
heavy trade taxes. 

After independence, political power in Latin America remained 
in the hands of the landholding class which only represented 
a small percentage of the total population. It has been esti- 
mated that in 1910 there were 56,245 people holding almost 
all the land in Mexico.* This is less than 14% of the total 
population. Furthermore, while during colonial days the land- 
lords were directly responsible for their serfs, this was no longer 
necessary, since after independence they had become free wage 
earners. The theory of Laissez Faire now entrusted the well 
being of all to the impersonal market forces, to the forces of 
a free competitive economy where all people were to have 
equal opportunities. 

By following the policies of Laissez Faire and international 
economic and political liberalism, the landed class in Latin 
America killed two birds with one stone. It had no more respon- 
sibility for the welfare of its workers and it could sell goods 
in the world market to the highest possible bidder and buy 
imports where they were cheapest. Fortunately enough for the 
Latin American raw material suppliers, markets were not lack- 
ing during the rapid industrial expansions of Europe in the 19th 
Century. It was a period of rapid population growth and urban- 
ization. Europe could no longer grow its own food and had 
to buy it by offering in exchange its industrial products. What 
was more natural than for Europe to industrialize and for Latin 
America to supply it with products from farm and mine? There 
existed a perfect case for the classical law of comparative advan- 
tage, whereby everybody could only gain, if he specialized in 
the production of the goods where he not only had an absolute 
advantage, but also a comparative advantage, or least compara- 
tive disadvantage. 





1 Eyler N. Simpson, The Ejido-Mexico’s Way Out (Chapel Hill: North 
Carolina Press, 1937), p. 32. 
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The Drawback of Specialization—One-Sided Gain. 

In a criticism of comparative cost theory, an alternative theory 
of development is offered, which maintains, that when mercan- 
tilism broke down, and before the industrial revolution bore 
fruit, a student of economic affairs could assume market equal- 
ity as regards profit chances and position among the various 
members of the political and economic system. He could com- 
pare the products of fields, mines, and factories as more or less 
similar in nature. The scrapping of mercantilism temporarily 
left no production group in a dominant position. Therefore, 
Ricardo, for his comparative cost theory, could assume that com- 
modities were traded by similar and equivalent methods. It is 
further argued that: 


The traditional approach is atomistic. It thinks of the 
world as a single market, in which two billion and more 
human beings meet as buyers and sellers, all on an equal 
footing. Economic law is the great arbiter, the all-wise 
judge that metes out just shares to all. Each one is entitled 
to a certain share of the total product, the size of the 
share depending on the comparative aptitude of each 
supplier and the relative intensity of the demand for his 
product. In that theory all commodities possess absolute 
a priori comparability. It makes no difference whether 
one person is a goatherd and the other the chairman of 
the board of United States Steel; each according to his 
desert.’ 


According to Professor E. W. Zimmermann, this equality of 
terms was eventually replaced by a resource or commodity hier- 
archy. First all economies were dominantly agricultural, but 
later an industrial economy developed, with manufacturing based 
on a favorable combination of coal and iron which is concen- 
trated in North Western Europe and, therefore, gave the Anglo- 
Saxons their predominance in world affairs. 





2E. W. Zimmermann, ‘The Resource Hierarchy of Modern World 
Economy,” Weltwirtschaftliches Archiv. (Jena. Verlag cor Gustav Fischer, 
1931) 33. Band (1931 I) pp. 431-463. 








80 INTER-AMERICAN ECONOMIC AFFAIRS 


While steel, exemplifying manufacturing, is in a position to 
set price and output, this is not true for producers of wheat and 
agricultural products in general, which supposedly work under 
conditions of pure competition. Moreover, steel is, momentar- 
ily at least, indispensable while wheat can be replaced by other 
grains. Also, farming has to reckon with weather factors which 
are of no hazard to industry. Finally the industrial countries 
supply the agricultural countries with mechanized equipment, 
which lowers even more the price of agricultural export products, 
and in addition to that, when income rises in the various econo- 
mies, new wants and demands tend to emphasize industrial 
goods more than additional food. This phenomenon helped to 
develop a hierarchical resource pattern whereby the industrial 
centers became the feudal lords of the twentieth century. 

Referring again to the atomistic approach and comparing it 
with his own resource hierarchy, Dr. Zimmermann concludes: 

The hierarchical concept is irreconcilable with such 
egalitarianism. It recognizes fundamental differences be- 
tween conditions and industries. It maintains that whether 
one is engaged in building battleships, which can be done 
with huge aggregates of materials, manpower, and equip- 
ment, or growing corn on a hillside of the Central Pla- 
teau of Mexico, makes all the difference in the world. 
The atomistic approach is unrealistic. Economic activity 
takes place not in a political and social vacuum, but as 
part and parcel of people’s struggle for existence. The 
struggle proceeds on all front simultaneously. Economic, 
political and social forces are all aspects of the same 
basic process of the human struggle for survival. 


It should be clear, if Dr. Zimmermann’s hierarchical resource 
pattern is correct, that Latin America was not deriving the full 
benefits from international specialization and the division of 
labor. According to classical economic theory, benefits of tech- 
nical progress are supposed to be distributed alike over the whole 
“community,” either by the lowering of prices, or the corres- 





3E. W. Zimmermann, “Observations on Resource Patterns,” World 
Resources and Industries (New York: Harper & Bros., 1951), p. 140. 
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ponding raising of incomes. The countries producing raw mate- 
rials obtain their share of these benefits through international 
exchange, and therefore have no need to industrialize. If they 
were to do so, their lesser efficiency would result in their losing 
the conventional advantages of such exchange. 


It is a faulty practice, though, to generalize from the par- 
ticular. If by the “community” only the great industrial coun- 
tries are meant, then it is true that the benefits of technical 
progress are gradually distributed among all classes and groups 
of society. However, if the periphery of the world economy is 
also included in the “community,” then an error is implicit in 
this generalization, since the benefits that derive from increased 
productivity have not reached the periphery to the same degree 
as they have benefited the great industrial centers. This explains 
the greatly differing standards of living in the various countries 
of the world, and their respective abilities to accumulate cap- 
ital, since the margin of saving depends mainly on increased 
productivity. 


The existence of an obvious disequilibrium, whether it can 
be explained or justified, invalidates the basic premise of the 
theory of the international division of labor. Therefore, indus- 
trialization acquires a new significance for the Latin American 
countries. It does not become an end in itself, but the means 
by which they can obtain a share of the benefits of technical 
progress. Only through industrialization can they raise the stand- 
ard of living of their people. And, of course, it is the realiza- 
tion of this situation that started Latin American reaction against 
the economic policies that kept it in perpetual underdevelopment. 


The Iberian Tradition of Economics and Welfare 


It is the thesis of some writers that paternalistic government, 
including the responsibility for social welfare and economic plan- 
ning, has been an old tradition of the Mediterranean culture 
transplanted to Colonial Latin America by Spain and Portugal, 
and that policies followed during the nineteenth century, when 
they adhered mainly to international liberalism as practiced by 
Great Britain and represented in the writings of Adam Smith, 
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were not in accordance with the Iberian traditions. Therefore, 
the economic policy revolution in Latin America, that assumed 
major dimensions during the early 1930’s—after a peaceful begin- 
ning in Uruguay at the turn of the century, and a bloody upheaval 
in Mexico—was partly a resurgence of the traditional way of 
thinking, insofar as state paternalism and government regula- 
tion of economic activities are concerned. This holds true, in 
spite of the fact, that many of Latin America’s new economic 
doctrines of the 1930’s were considerably influenced by France, 
England, Sweden and Italy, who belong to the twentieth century 
“middle way” group of countries.° 

The Latin American countries grew up and developed under 
the Spanish and Portuguese colonial systems of restricted econ- 
omy and state intervention in the economic life of the people. 
They had grown up under a system of state mercantilism.° On 
such a base as the Iberian tradition it is much easier to explain 
the policy revolution and all further measures of a socio-eco- 
nomic character that have taken place in Latin America, and 
marked the beginning of what we are here calling the “economic 
policy revolution of Latin America.” 


Early Revolts—The Mexican Experience. 

One of the first countries to revolt against the effects of 
Laissez Faire policies was Mexico in 1910. The coupling of a 
feudal land-holding system with nineteenth century international 
liberalism worked so much toward the complete impoverishment 
of the rural masses in Mexico, that open revolt was unavoid- 
able. First, solution to the economic and social problem was 
sought in agrarian reform. Estates were split up, “ejidos’’ erected, 
and government help made available to agriculture. Secondly, 





* Eastin Nelson, “A Revolution in Economic Policy: An Hypothesis of 
Social Dynamics in Latin America,” The Southwestern Science Quarterly, 
Austin. University of Texas Press, December, 1953), Vol. XXXIII, 
No. 12, pp. 3-16. 

5 Austin F. MacDonald, Latin American Politics and Government, 
(New York: Thomas Y. Crowell Co., 1949), p. 464. 

®C. H. Haring, “The Spanish Commercial System” and “The Last 
Phase,” The Spanish Empire in America (New York: Oxford Univer- 
sity Press, 1947), chaps. XVI-XVII. 
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reaction against foreign investments took the form of nation- 
alization of subsoil minerals, water power, forest rights, trans- 
portation, and other key sectors of the economy. Thirdly, a 
whole array of labor laws was enacted to protect labor against 
foreign and domestic exploitation. 

The real policy revolution, though, came in 1933 with the 
formulation of a six year plan. This plan called for a-coordi- 
nated system for the full exploitation of the national economy. 
It called for the local elaboration of resources formerly exported 
in the form of raw materials. Also, the plan accepted the thesis 
that the Mexican state must assume responsibility for regulat- 
ing the economic activities of the nation. All these policy changes 
were the result of the great depression of the early 1930's and 
the total collapse of international trade. 

Mexico returned to a system of governmental paternalism. 
The nineteenth century Laissez-Faire period had just been a 
foreign interlude, foreign to the traditional way of thinking of 
the Latin American people. Mexico’s present process of indus- 
trialization proper, finally got underway in 1940, and received 
its large impetus during World War II. The main policies 
and consequence of the new industrialization drive, will be 
discussed below. 


The Uruguayan Experience. 


Contrary to the Mexican experience, Uruguay had an early 
but peaceful policy revolution, which put it at the vanguard 
in economic policy reforms among the Latin American nations. 
Its leadership, particularly since 1931, has been obscured by the 
more spectacular movements in larger countries; but in many 
respects it has continued to influence the other republics. Uru- 
guay has been singled out, therefore, since its analysis will clearly 
illustrate the basic reasons underlying the general policy revo- 
lution in the rest of Latin America. Of further interest should 
also be the fact, that Uruguay, one of the smallest of the Latin 
American republics, should have been the first country in Latin 
America to start a revolution in economic policy. 

Uruguay was in a position to form its own economic policies 
only after it had consolidated itself politically, and only after 
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a certain amount of basic economic development had already 
taken place. Before 1904, Uruguay had been torn between the 
jealousies of powerful neighbors and of European interests. The 
country had been troubled by internal strife, lacked native capi- 
tal and was saddled with an unfortunate political system. But 
after its political consolidation, its people, and especially the 
government, turned their attention to the rebuilding and devel- 
oping of the land’s heretofore neglected’ economic structure. 
With the election of José Batlle y Ordéfiez as president in 1904, 
the country entered a new phase of social and economic devel- 
opment which made it the leader in the economic policy 
revolution of Latin America and the battleground of social 
experimentations.’ 

Economic trouble arose in Uruguay in the last three decades 
of the 19th century, when the world market for wool and the 
growing market for meat and hides caused improvement of 
strain. Improvement of strains brought on fencing. Fencing 
reduced the number of herders needed, thus, reduced the num- 
ber of gun slingers at the disposal of estancieros, swelled the 
unemployed city population, increased social discontent, and 
furnished the government with potential soldiers to overthrow 
the landed class. 

The landlords, by obstinately and ruthlessly following a pol- 
icy of free trade and monocultural land exploitation, created 
the weapon of their own destruction and thereby made Presi- 
dent Batlle’s policy revolution possible. They helped to create 
the rapidly increasing working class in the cities—their former 
cowhands and political adherents—by the enclosure movement 
discussed above. The principal allies of the landed class were 
the foreign investors and traders, who advocated for other rea- 
sons the same liberal trade policy. Foreign investors opposed 
government regulation of any kind in their investments, which 
were mainly of the public utility type. The progressive weaken- 
ing of the coalition bulwarking the old order, by the enclosure 
movement, and the multiplication of the city proletariat, led to 
the change in the government’s economic policies. 





7 Alberto zum Felde, Evolucion Historica del Uruguay, (Montevideo: 
Maximo Garcia, 1945), p. 228. 
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The last Blanco rebellion (representatives of the landed class) 
in 1903 was a desperate attempt to restore and to preserve the 
old order, but it was doomed to failure. A new working class 
had developed in the cities which, together with the govern- 
ment bureaucracy, far out-numbered the power at the disposal 
of the landlords and commercial trading houses. The growth 
of public utilities and home industries under the first protective 
law of August 6, 1875,° had created by 1900 a small working 
class definitely separated from the soil and mainly concentrated 
in the capital. But labor legislation had not been enacted yet.° 

The time was definitely ripe, when Batlle took over in 1904, 
and more so in 1911, during his second term, to formulate a 
definite economic policy to be followed by the government. 
Upon the general background of civil strife, government bureauc- 
racy, and the Mediterranean colonial ideas still prevailing in 
nineteenth-century Uruguay, had been interposed the gaunt hand 
of British capitalism in the form of foreign investments. Yet, 
under the old order no policies had been devised to cope with 
the new situation, nor had the traditional Iberian principles of 
state planning and intervention been completely adjusted to the 
new situation. It was here that the struggle was born between 
those two opposing forces,—the new industrialism and tradi- 
tional state paternalism—later to become a new synthesis that 
combined the old and the new. The result was to extrapolate 
the old paternalism in a new social philosophy viable in an under- 
developed economy under the hammer of machine technology. 

When the country evolved out of its constant revolutions, it 
became apparent that the Uruguayan economy was in a pitiful 
state, the landlords were irresponsible and the workers unpro- 
tected by labor legislation. Private foreign monopolies were 
exploiting the country under a government guarantee. A drift 
of rural workers from the country-side to Montevideo, caused 
unemployment and all the problems of a proletariat. Protec- 





8 Juan E. Pival Devoto, Historia de la Republica Oriental del Uruguay, 
1830-1930, (Montevideo: Paul Artagaveytia, 1945), p. 541. 

® ‘La Defensa de Nuestra Produccion Industrial,’ Revista de la Union 
Industrial Uruguaya, (Montevideo, Octubre, 1950), Ano 54, No. 65, 
p. 233. 
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tive industries needed further protection, foreign debt mounted, 
and government revenues decreased. A small market and a 
small population, made it almost impossible for any factory to 
reach “optimum size,” and terrific competition existed with 
respect to agricultural exports across the Plata. These are only 
a few among many problems that all of a sudden came to the 
attention of a responsible government. The new government 
had succeeded in unifying the country politically and was under- 
standing its mission sufficiently to undertake the economic res- 
toration which had been long overdue. 


General Characteristics and Common Trends of Latin Amer- 
ica’s Economic Policy Revolution. 

Mexico and Uruguay were chosen as examples of the economic 
policy revolution in Latin America because their developmental 
processes became the prototypes which were emulated by many 
Latin American nations during the unstable years of the 1930’s. 

Mexico is a good example of a violent reaction to an out- 
moded economic order. No plan was available and only expe- 
rience led the country to the adoption of its present policies of 
industrialization. In Uruguay, change and policies were planned, 
and slow evolution led to their perfection and amplification. 

In countries such as Uruguay and Argentina an industrial 
proletariat had been established before World War I. During 
the war it became necessary to manufacture many consumers items 
at home. This led to continued industrial protection after the 
war. But also the continued 19th century inflationary policy 
of the conservative parties in power had slowly forced the mer- 
chant class to manufacture their former imports at home, since 
inflation made trading more and more risky because of the time 
lag involved in buying from abroad, and later paying the bill 
with more expensive foreign exchange. Since the landlords did 
not pay taxes (in most republics they do not pay taxes yet) the 
conservative governments could only perform their function by 
using the printing press to obtain their revenue. But this infla- 
tionary trend was another boon for the landed class, since (1) 
they received more national currency for the same amount of 
exports, and (2) they could repay their debts to the national 
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bank in inflated currency. Most landlords living beyond their 
means, were in perpetual debt to their respective government 
banks, which had been especially created for their use and to 
cover the government deficits. 

The breaking point at which time policy trends in Latin 
America may be said to have changed definitely can generally 
be placed in the early 1930's, except for Mexico and Uruguay. 
The world depression stranded most Latin American export 
economies and it was only through government intervention that 
a complete economic collapse could be avoided. But the seeds 
of this policy revolution had already been planted during World 
War I, because of the encouragement of local manufacturing. 

Some of the smaller republics of Latin America had to wait 
for their economic policy revolution until after World War II. 
The more advanced republics were—by this time—already far 
along the road to industrialization. It took World War II, and 
foreign assistance under the auspices of the F.A.O. and Point 
Four Program, to change economic conditions in some of the 
smaller and most underdeveloped republics of Latin America. 

In general, the means by which the economic policy revolution 
of the 1930’s was consummated was similar among the various 
republics. In this process, government banks played an impor- 
tant role in financing the new developmental policies and plans 
State intervention by administrative law was commonplace, es- 
pecially in public utilities. Also the expedient of mixed corpo- 
rations was used. In this new developmental process, the state 
assumed the responsibility for economic recovery, progress, and 
development. Industrialization was pushed ahead by limited 
autarchy of the state. It was actively promoted by using national 
and foreign capital and by protecting the new industrialization 
behind tariff walls. Exchange controls, currency devaluation, 
selective credit controls, state concessions, tax exemption, import 
duty remissions, monopoly grants, bounties, provisions of cap- 
ital funds, technical education and a large host of other policy 
measures were used under the new government policies. 

Together with these exclusively economic measures were found 
expedients of a political nature. Anti-foreign, anti-imperialist 
measures reflected the growing nationalism of the Latin Amer- 
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ican nations during the 1930's. Latin America was in process 
of trying to find itself. It tried to revert to policies that it could 
call its own. International laissez-faire had failed and Latin 
America’s agricultural specialization had proved a failure. In 
the search for a new policy, Latin America returned to its tra- 
ditional way of doing things, to the state paternalism and the 
administrative law of the colonial days. 


The system of laissez-faire and political liberalism had been 
copied during the nineteenth century from the Anglo-Saxon 
nations and really never fitted into Latin America’s past pattern. 
Anglo-Saxon policies only interrupted the Latin American pat- 
tern for a short period when postivists and cientificos invited 
foreign capital to bring progress and success to Latin America. 
In retrospect, nineteenth century policy was considered by many 
Latin Americans as a selling out policy to internationalists in 
detriment to national welfare. This explains nationalization of 
resources in the 1930's and thereafter. 


Agricultural reforms, research, mechanization and land reforms 
under government auspices are all results of this complete Latin 
American economic policy reversal. It was followed by union- 
ization of labor, encouraged by the government, and used as an 
anti-foreigner weapon when dealing with foreign enterprise. 
Social Security systems and other labor legislation to raise the 
standard of living definitely showed the new concern of the gov- 
ernment for social welfare which is so characteristic of paternalis- 
tic governments. Public investments in housing and health facil- 
ities followed, and urbanization was encouraged in order to raise 
the power of the functional interest groups—the laboring class, 
the middle class, and the bureaucracy—as opposed to the landed 
gentry. 

A new distribution of political and economic power took place 
in Latin America, more commensurate with the actual state of 
development. Agriculture in many Latin American nations was 
no longer contributing enough to Gross National Product to 
merit the complete control of these nations by the landed class. 
It was time for them to yield effective power to the labor class, 
the middle class, and the bureaucracy. The center of gravity 
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had shifted from agriculture to industry and from the country- 
side to the urban centers of civilization. 


The Latin American policy revolution was similar to that of 
many other world regions in that it too originated in the break- 
down of the capitalistic world economy. But while Latin Amer- 
ica arrived at a new policy through the backdoor, by reverting 
to traditional policies of government intervention and direction, 
Western Europe, on the other hand, arrived at the new order— 
welfare liberalism—by revolution and evolution from the “invisi- 
ble hand” and the automatic regulating forces of the “‘free 
market." The Latin American policy evolved out of its own 
institutions by a reaction to the laissez-faire interlude. 


The similarity of all economic policy movements in the world 
of the 1930's consisted in the fact that industrialization has been 
the catalyst and that the development of a middle class and the 
progressive organization of labor was common to all. Never- 
theless, Latin America can definitely be classified as meriting a 
“third position” as far as economic policy is concerned, being 
neither capitalistic nor socialistic. 


Conclusion 


There is not doubt that Latin America has undergone a drastic 
change in economic policy. The fundamental factors leading 
towards a new policy—generally an industrialization policy— 
are the breakdown of laissez-faire during the depression years 
of the 1930's and the realization that the international division 
of labor has not spread the benefits of this division equally 
among industrialized and agricultural nations. The concentra- 
tion of land in a few hands and exploitation of resources by for- 
eign enterprise were further reasons for the policy revolt and 
for the creation of an urban industrial labor proletariat which 
eventually took over political power from the landed class. 


Many of the new economic policies were nothing but a return 
to traditional policies of colonial paternalism. The short laissez- 
faire period of the nineteenth century had borrowed a strange 
economic doctrine from the Anglo-Saxon nations of the world. 
The economic policy revolution in Latin America was, therefore, 
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more a return to traditional ways of thinking, rather than a 
revolution in the common sense of the word. 


In the past, economic development was mainly concerned 
with the production of primary goods eagerly sought by the 
industrial centers. Today, the main concern lies with raising the 
level of consumption of the countries in which the new devel- 
opment process takes place. Formerly, exports were the means 
of obtaining manufactured imports, whereas today they are used 
for the acquisition of machinery with which to achieve the prog- 
ressive development of domestic production. 





